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FATHER-SON FARM OPERATING AGREEMENTS 
FARMING HAS BEEN AND USUALLY STILL IS A FAMILY AFFAIR. Farm boys acquire most of their knowledge of farming and their interest 
in it from their fathers. Well over 90 percent of all new farm operators 
grew up or worked on farms before starting in farming on their own. 
It seems natural for a son to succeed the father as operator of the 
home farm. 
The transfer of farm operatorship from father to son is far from 
being automatic, however, and not without problems. Some of these 
problems are psychological. Can the two men work together? Will the 
father insist on being the boss? Farming is an independent way of life, 
and it is not easy for a father to remember to consult with the son on 
decisions he has made by himself for many years. Why should he take 
time to explain to the son that "you can't raise hogs in confinement, and 
it takes too much money anyway"? 
Some of the problems are personal - or they seem to be. The 
father may feel that he is just now getting his farm business set up the 
way he wants it and that he does not need the son to help him because 
he can handle the farm by himself. He may feel that other growing 
sons can always help if necessary and that the youngest son can even­
tually take over the farm operation. 
Some of the problems are economic. Sometimes the farm is too 
small for two men. There may be a mortgage on the farm that will re­
quire all of the income to pay it off. Or there may be no way for the 
father to share the farm income with a son and still pay his debts, put 
the children through school, and save for retirement. 
Then there are problems of how to do it. How can the son share in 
the farm business when he has no money or savings? What is a fair 
share to each party when the father furnishes all land and capital? Will 
the arrangement be fair to the other children? And how do father and 
son settle up each year and file an income tax return? 
Of course there are problems in developing a father-son farm oper­
ating arrangement. But there may be more problems if one is not de­
veloped. For example, who will take over the home farm when the 
father is ready to retire or becomes disabled? 
INTER-GENERATION TRANSFER PROBLEMS 
Perhaps it is fortunate that the need for assistance is not all on one 
side. Fathers, too, face problems in reaching their goals of security in 
old age, of keeping the farm in the family, of keeping savings invested 
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i n  a  s a f e  a n d  p r o d u c t i v e  e n t e r p r i s e ,  a n d  o f  p r o v i d i n g  o p p o r t u n i t i e s  f o r  
c h i l d r e n  a n d  g r a n d c h i l d r e n .  W i t h o u t  a  v i g o r o u s ,  a b l e ,  a n d  i n t e r e s t e d  
s o n  o r  s o n - i n - l a w  t o  e n s u r e  t h e  c o n t i n u i t y  o f  t h e  f a r m  b u s i n e s s ,  t h e  
f a t h e r  f a c e s  a  s e q u e n c e  o f  u n d e s i r a b l e  o r  u n i n v i t i n g  s t e p s  a s  h e  g r o w s  
o l d e r .  T h e  p a t t e r n  i s  q u i t e  f a m i l i a r .  F i r s t ,  r e n t e d  l a n d  i s  g i v e n  u p  a n d  
t h e  f a r m  o p e r a t i o n  i s  r e s t r i c t e d  t o  o w n e d  l a n d .  N e x t ,  t h e  l i v e s t o c k  m a y  
b e  g i v e n  u p  o r  r e d u c e d ,  o r  s o m e  o r  a l l  o f  t h e  c r o p l a n d  m a y  b e  r e n t e d  
o u t  a n d  t h e  o p e r a t i o n  c o n f i n e d  t o  s o m e  l i v e s t o c k  a n d  a  l i m i t e d  a c r e a g e  
i n  p a s t u r e .  M a c h i n e r y  b e c o m e s  o l d  a n d  o b s o l e t e ;  b u i l d i n g s  a r e  n o t  
m a i n t a i n e d ;  a n d  f i n a l l y  a n o t h e r  f a r m  b u s i n e s s  d i s a p p e a r s  a n d  t h e  l a n d  
i s  a b s o r b e d  b y  n e i g h b o r i n g  f a r m s .  
I n  t h i s  p r o c e s s  i t  i s  n o t  o n l y  a  f a r m  b u s i n e s s  t h a t  d i s a p p e a r s ;  t h e  
v a l u e  o f  t h e  e s t a t e  i s  r e d u c e d  a n d  t h e r e  i s  t h e  d i s a p p o i n t m e n t  o f  s e e i n g  
a  l i f e ' s  w o r k  f a d e  a w a y .  T h e s e  t h i n g s  a r e  e m p h a s i z e d  t o  m a k e  i t  a b u n ­
d a n t l y  c l e a r  t h a t  a  f a t h e r - s o n  f a r m  o p e r a t i n g  a g r e e m e n t  i s  a  t w o - w a y  
s t r e e t  w i t h  r e s p o n s i b i l i t i e s ,  o p p o r t u n i t i e s ,  m u t u a l  a s s i s t a n c e ,  a n d  b e n e f i t s  
f l o w i n g  b o t h  w a y s .  
E S T A T E  P L A N N I N G  
T h e  p o s s i b l e  b e n e f i t s  f r o m  a  f a t h e r - s o n  f a r m  o p e r a t i n g  a g r e e m e n t  
a r e  n o t  a u t o m a t i c ;  t h e y  m u s t  b e  s o u g h t ,  p l a n n e d ,  a n d  w o r k e d  f o r .  T h e y  
m u s t  b e  d e s i r e d  e n o u g h  t o  c o m p e n s a t e  b o t h  p a r t i e s  f o r  s o m e  w a i t i n g ,  
s o m e  l o s s  o f  f r e e d o m ,  s o m e  s h a r i n g ,  a n d  s o m e  w i l l i n g n e s s  t o  m a k e  
r o o m  f o r  t h e  o t h e r  p a r t y .  
I f  t h e  f a t h e r  i s  a b o u t  4 5  t o  5 5  y e a r s  o l d ,  h e  m a y  h a v e  m a n y  a c t i v e  
y e a r s  a h e a d .  B r i n g i n g  a  s o n  i n t o  t h e  b u s i n e s s  a t  t h i s  t i m e  m a y  m e a n  a  
l o n g e r  p e r i o d  o f  j o i n t  o p e r a t i o n .  T h e  f a r m  b u s i n e s s  m u s t  b e  e x p a n d e d  
t o  e f f i c i e n t l y  u t i l i z e  t h e  f u l l - t i m e  l a b o r  o f  t w o  m e n ,  o r  s u p p l e m e n t a l  
e m p l o y m e n t  f o r  o n e  o r  b o t h  m u s t  b e  f o u n d .  T h e  f a t h e r  m a y  s t i l l  b e  
b u i l d i n g  h i s  e s t a t e .  H e  s h o u l d  b e  i n  t h e  p r i m e  o f  h i s  m a n a g e m e n t  
a b i l i t y ,  a n d  h e  m a y  b e  r e l u c t a n t  t o  d e l e g a t e  e n o u g h  r e s p o n s i b i l i t y  t o  t h e  
s o n  t o  c h a l l e n g e  t h e  s o n ' s  i n t e r e s t  a n d  d e v e l o p  h i s  a b i l i t i e s .  T h e  s o n  
m a y  r e s e n t  t h e  d o m i n a t i o n  a n d  l i m i t e d  f r e e d o m  i m p o s e d  b y  h i s  f a t h e r .  
B o t h  f a t h e r  a n d  s o n ,  a n d  t h e i r  w i v e s ,  s h o u l d  f a c e  t h e  p r o b l e m s  o f  
w o r k i n g  t o g e t h e r  w i t h  f u l l  f r a n k n e s s ;  o t h e r w i s e  s m a l l  i r r i t a t i o n s  c o n ­
t i n u a l l y  r e p e a t e d  a n d  r e i n f o r c e d  c a n  b e c o m e  m a j o r  o b s t a c l e s  t o  a  
s u c c e s s f u l  a g r e e m e n t .  P e r h a p s  a n  a n s w e r  c a n  b e  f o u n d  i n  d i v i d i n g  
a r e a s  o f  d e c i s i o n - m a k i n g  a n d  m a n a g e m e n t  r e s p o n s i b i l i t i e s .  M a j o r  d e ­
c i s i o n s  s h o u l d  a l w a y s  b e  j o i n t l y  c o n s i d e r e d ,  b u t  e a c h  p a r t y  c a n  b e  
p l a c e d  i n  c h a r g e  o f  c e r t a i n  e n t e r p r i s e s  o r  a c t i v i t i e s .  T h e  s o n  m a y  l i k e  
t h e  h o g  e n t e r p r i s e  a n d  t h e  f a t h e r  m a y  l i k e  f i e l d  w o r k  b e s t .  T h e y  c a n  
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still work together, but each is to some extent the "boss" in his partic­
ular phase of the business. 
Another solution is to make the agreement a temporary one designed 
to help the son accumulate capital and management experience until he 
can start on his own on a rented farm. This arrangement is particularly 
suitable if there is more than one son who may be interested in farming. 
If the father is more than 55 years old, the agreement with the son 
should recognize the problem of transferring the farm and the father's 
estate, with adequate provision made for the mother's income.! At this 
stage the operating agreement can be more strongly oriented toward 
ownership by the son. Sale of property to the son may be planned with 
or without the use of gifts as a part of the transfer plan. 
Even when the father is still relatively young, it may be wise to 
clarify the son's position with respect to the father's estate. Faced with 
too much uncertainty concerning his future on the home farm, the son 
may loose interest in farming or even leave the farm and take employ­
ment in town. This is particularly true if the son has a college education 
that qualifies him for either a meaningful role in the farm business or 
for satisfying employment elsewhere. 
PARTNERSHIPS AND OPERATING AGREEMENTS 
We have used only the term "farm operating agreements" in our 
discussion so far. Why not call these arrangements partnerships, as 
many people do? What is the difference, if any, between a partnership 
and an operating agreement? 
Legally speaking, there probably is no difference where some co­
ownership of capital exists, as would be the case under most 50-50 
sharing agreements. Where the son contributes labor and management 
only, the agreement has been called a "labor-share lease" and as such 
may not meet the legal requirements of a partnership.2 
Another difference between a father-son farm operating agreement 
and a formal partnership is in the ownership of capital. Under a 
formal partnership, title to the operating capital, and possibly to the 
real estate, may be held by the partnership as a legal entity. Under an 
operating agreement, the parties to the agreement hold title to the farm 
business property individually or as co-owners. They make the property 
available for use under the agreement but do not transfer title. 
1 See Circular 885, "Family Planning of Titles and Taxes in the Transfer of 
Farm Property," and Circular 965, "The Farm Partnership in Estate Planning." 
2 For a complete discussion of formal partnerships see Circular 786, "Partner­
ships in the Farm Business." 
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A t  t h e  e n d  o f  a n  o p e r a t i n g  a g r e e m e n t  e a c h  p a r t y  r e t a i n s  h i s  o w n e r ­
s h i p  i n t e r e s t  i n  a n y  p r o p e r t y  i n v o l v e d .  A t  t h e  t e r m i n a t i o n  o f  a  f o r m a l  
p a r t n e r s h i p  a n y  p a r t n e r s h i p  p r o p e r t y  m u s t  r e v e r t  t o  i n d i v i d u a l  o w n e r ­
s h i p  e i t h e r  b y  p u r c h a s e  a n d  s a l e  o r  b y  a  d i s t r i b u t i o n  o f  p a r t n e r s h i p  
a s s e t s .  
T Y P E S  O F  F A R M  O P E R A T I N G  A G R E E M E N T S  
F a r m  o p e r a t i n g  a g r e e m e n t s  w i t h i n  t h e  f a m i l y  r a n g e  a l l  t h e  w a y  
f r o m  v e r y  i n f o r m a l  o r a l  u n d e r s t a n d i n g s  t o  r a t h e r  s o p h i s t i c a t e d  s h a r e  
a g r e e m e n t s  w r i t t e n  a n d  s i g n e d  b y  a l l  p a r t i e s  c o n c e r n e d .  S u c h  p l a n s  c a n  
b e  t h o u g h t  o f  a s  f o r m i n g  a  s e r i e s  o f  s t e p s  o r  s t a g e s  i n  t h e  s o n ' s  p r o g r e s s  
t o w a r d  t h e  s t a t u s  o f  a n  e s t a b l i s h e d  f a r m  o p e r a t o r  e i t h e r  a s  a  t e n a n t ,  a  
p a r t  o w n e r ,  o r  a  f u l l  o w n e r .  A m o n g  t h e s e  s t e p s  a r e :  
1 .  W a g e  a n d  b o n u s  p a y m e n t s  
2 .  E n t e r p r i s e  s h a r e  a g r e e m e n t s  
3 .  J o i n t  o p e r a t o r s h i p s  w i t h  t h e  s o n  f u r n i s h i n g  n o  o p e r a t i n g  c a p i t a l  
( l a b o r - s h a r e  a g r e e m e n t s )  
4 .  J o i n t  o p e r a t o r s h i p s  w i t h  t h e  s o n  f u r n i s h i n g  s o m e  o p e r a t i n g  c a p i t a l  
5 .  J o i n t  o p e r a t o r s h i p s  w i t h  t h e  s o n  f u r n i s h i n g  h a l f  o f  t h e  o p e r a t i n g  
c a p i t a l  
N o t  a l l  i n d i v i d u a l s  w i l l  g o  t h r o u g h  a l l  s t a g e s  i n  t h e  a b o v e  l i s t ,  n o r  
w i l l  a n y  t w o  s t a g e s  n e c e s s a r i l y  o c c u r  i n  a  g i v e n  o r d e r .  S o m e  s o n s  m a y  
w o r k  o n  t h e  h o m e  f a r m  f o r  w a g e s ,  a n d  t h e n ,  p o s s i b l y  a f t e r  g r a d u a t i n g  
f r o m  c o l l e g e ,  m o v e  d i r e c t l y  i n t o  a  j o i n t  o p e r a t o r s h i p  w i t h  e q u a l  o w n e r ­
s h i p  o f  t h e  o p e r a t i n g  c a p i t a l .  I n  o t h e r  c a s e s ,  w h e r e  t h e  s o n  i s  u n c e r t a i n  
o f  h i s  i n t e r e s t  o r  o f  h i s  a b i l i t y  t o  g e t  a l o n g  w i t h  h i s  f a t h e r ,  i t  m a y  b e  
a d v i s a b l e  t o  m o v e  t h r o u g h  t h e  t h i r d  o r  f o u r t h  s t e p .  
W a g e  a n d  b o n u s  p l a n s .  T h e r e  a r e  t w o  s p e c i f i c  t i m e s  i n  t h e  d e v e l o p ­
m e n t  o f  a  f a t h e r - s o n  f a r m  o p e r a t i n g  a g r e e m e n t  w h e n  a  w a g e  a n d  b o n u s  
p l a n  c a n  b e  m o s t  a p p r o p r i a t e .  T h e  f i r s t  i s  w h e n  t h e  s o n  g r a d u a t e s  f r o m  
h i g h  s c h o o l .  H e  i s  n o t  y e t  r e a d y  t o  t a k e  o n  a  s h a r e  c o m m i t m e n t  i n  t h e  
t o t a l  f a r m  b u s i n e s s ,  b u t  h e  s h o u l d  b e  g i v e n  a n  i n c e n t i v e  t o  u s e  h i s  t i m e  
a n d  p l a c e  h i s  i n t e r e s t s  i n  s o m e t h i n g  b e y o n d  t h e  s m a l l  l i v e s t o c k  p r o j e c t s  
h e  m a y  h a v e  a c q u i r e d .  I f  m i l i t a r y  s e r v i c e  l i e s  a h e a d  f o r  t h e  s o n ,  t h e  
w a g e  a n d  b o n u s  p l a n  m a y  b e  b e s t  u n t i l  h e  h a s  f u l f i l l e d  h i s  o b l i g a t i o n .  
T h e  o t h e r  t i m e  p a r t i c u l a r l y  a p p r o p r i a t e  f o r  a  w a g e  a n d  b o n u s  p l a n  
i s  w h e n  t h e  s o n  g r a d u a t e s  f r o m  c o l l e g e  o r  r e t u r n s  f r o m  m i l i t a r y  s e r v i c e  
i n  t h e  m i d d l e  o f  t h e  y e a r .  F o r  a c c o u n t i n g  a n d  i n c o m e  t a x  r e a s o n s  i t  
m a y  b e  d e s i r a b l e  t o  b e g i n  a  s h a r e  a g r e e m e n t  o n  J a n u a r y  1 .  P u t t i n g  t h e  
s o n  o n  a  c a s h  w a g e  u n t i l  t h e  e n d  o f  t h e  y e a r  c a n  s o l v e  t h i s  p r o b l e m .  
A d d i t i o n a l  i n f o r m a t i o n  o n  w a g e  a n d  b o n u s  p l a n s  m a y  b e  f o u n d  i n  
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Economics for Agriculture TA-20, "Incentive Plans for Farm 
Workers." This publication is available from your farm adviser or 
from the Department of Agricultural Economics, University of Illinois. 
Enterprise-share agreements. This type of agreement may perform a 
transitional function if, for example, the son has a particularly success­
ful 4-H or FFA project and wishes to continue it. It will be good 
training for the son if a definite agreement exists concerning his re­
sponsibilities for paying the father, in cash or in labor, for farm-grown 
feeds and for space used for such projects. Such agreements will help 
clarify the income tax status of the income produced by the projects. 
Enterprise share agreements can also be used to develop and encour­
age a son's interest in farming, or to test how genuine his interest may 
be. The son can be given a percentage of the gross sales from a beef 
cow herd, a swine enterprise, the soybean crop, or any other income 
source for which he can be given specific responsibility and freedom in 
making labor and management decisions. His share of the gross income 
should approximate the share that his direct labor and management are 
of the total inputs of the enterprise, including land and building rent, 
machinery costs, and capital depreciation. 
Direct labor requirements for crop and livestock enterprises may be 
estimated on the basis of your own experience, your farm records, or 
from other sources such as the table below. Labor requirements will 
vary from farm to farm with the extent of mechanization and suitabil­
ity of building services. 
Average Average 
annual hours annual hours 
of direct labor of direct labor 
Enterprise Unit per unita Enterprise Unit per unita 
Corn for grain 1 acre 5.0 Sheep, farm flock 
Soybeans 1 acre 4.5 1-24 ewes 1 ewe 7 
Wheat 1 acre 2 . 7 25-49 ewes 1 ewe 5 
Oats 1 acre 2.5 50 or more ewes 1 ewe 4 
Dairy herd Hogs 
1-9 cows 1 cow 160 1- 14 litters 1 litter 30 
10-24 cows 1 cow 125 15-39 litters 1 litter 23 
25 or more cows 1 cow 110 40 or more 
Beef cow herd, litters 1 litter 20 
calf sold Feeder pigs 
1-14 cows 1 cow 30 1-99 pigs 1 pig 2.2 
15-39 cows 1 cow 20 100-249 pigs 1 pig 1.6 
40 or more cows 1 cow 15 250 or more pigs 1 pig 1.4 
Feeder cattle, 
long fed 
1-39 head 1 feeder 20 
40-79 head 1 feeder 14 
80 or more head 1 feeder 12 
a Source: AE·3792, "Farm Management 1\'lanual." 
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J o i n t  o p e r a t o r s h i p s  
T h e  n e x t  s t e p  b e y o n d  e i t h e r  a  w a g e  o r  a n  e n t e r p r i s e - s h a r e  a g r e e ­
m e n t  s h o u l d  b e  a n  a r r a n g e m e n t  t h a t  e x t e n d s  t h e  s o n ' s  i n t e r e s t  a n d  
p a r t i c i p a t i o n  i n t o  a l l  p h a s e s  o f  t h e  f a r m  b u s i n e s s .  B u t  h o w  c a n  t h i s  b e  
d o n e  i f  h e  h a s  n o  s a v i n g s  o r  p r o p e r t y  t o  c o n t r i b u t e ?  O r  s u p p o s e  h e  i s  
t o o  y o u n g  t o  b e  r e a d y  t o  c o m m i t  h i m s e l f  i n  h i s  c h o i c e  f o r  h i s  l i f e ' s  
w o r k .  O r  p e r h a p s  t h e r e  a r e  o t h e r  u n c e r t a i n t i e s  s u c h  a s  i m p e n d i n g  
m i l i t a r y  s e r v i c e ,  a  y o u n g e r  b r o t h e r  w h o  w i l l  w a n t  a  c h a n c e  a t  t h e  h o m e  
f a r m ,  o r  a  q u e s t i o n  o f  h o w  w e l l  f a t h e r  a n d  s o n  c a n  w o r k  t o g e t h e r .  A l l  
o f  t h e s e  a r e  g o o d  r e a s o n s  f o r  p o s t p o n i n g  a  f i n a n c i a l  i n v o l v e m e n t  a n d  
c o m m i t m e n t  t o  c a p i t a l  o w n e r s h i p  i n  t h e  f a r m  b u s i n e s s  b y  t h e  s o n .  H o w  
c a n  t h e  s o n  b e s t  b e  b r o u g h t  i n t o  t h e  f a r m  b u s i n e s s  i n  s u c h  s i t u a t i o n s ?  
L a b o r - s h a r e  a g r e e m e n t s .  I n  t h i s  a r r a n g e m e n t  t h e  s o n  w i l l  c o n t r i b u t e  
o n l y  h i s  l a b o r  a n d  m a n a g e m e n t .  H e  w i l l ,  h o w e v e r ,  b e  e x p e c t e d  t o  g i v e  
a t t e n t i o n  t o  a l l  p h a s e s  o f  t h e  f a r m  b u s i n e s s ,  a n d  h e  w i l l  s h a r e  i n  t h e  
r e t u r n s  f r o m  t h e  t o t a l  f a r m  b u s i n e s s .  T h e  f a t h e r  r e m a i n s  t h e  o w n e r  a n d  
t i t u l a r  h e a d  o f  t h e  b u s i n e s s  a n d  m a y  a l s o  s e r v e  a s  b a n k e r  f o r  t h e  
b u s i n e s s  b e c a u s e  n o  s e p a r a t e  b a n k  a c c o u n t  h a s  t o  b e  s e t  u p .  
R e c o r d - k e e p i n g  i s  e s s e n t i a l  u n d e r  a  l a b o r - s h a r e  a g r e e m e n t  b e c a u s e  
t h e  d i v i s i o n  o f  r e t u r n s  i s  b a s e d  o n  t h e  f a r m  r e c o r d .  K e e p i n g  t h e  f a r m  
r e c o r d  c a n  b e  t h e  s p e c i a l  r e s p o n s i b i l i t y  o f  t h e  s o n  w i t h  c o o p e r a t i o n  
f r o m  t h e  f a t h e r .  
T h e  s o n ' s  s h a r e  i n  t h e  f a r m  e a r n i n g s  c a n  b e  ( 1 )  a  s h a r e  o f  t h e  
g r o s s  i n c o m e ,  ( 2 )  a  s h a r e  o f  t h e  g r o s s  i n c o m e  a b o v e  h i r e d  l a b o r  o r  
o t h e r  s e l e c t e d  c o s t s ,  o r  ( 3 )  a  s h a r e  o f  t h e  n e t  i n c o m e ,  m e a n i n g  t h e  
r e s i d u a l  r e t u r n s  t o  u n p a i d  f a c t o r s  o f  p r o d u c t i o n .  T h e  n e x t  s e c t i o n  w i l l  
i l l u s t r a t e  h o w  t h e s e  s h a r e s  m a y  b e  c a l c u l a t e d .  
T h e  s o n  o w n s  s o m e  c a p i t a l .  I n  t h i s  c a s e  t h e  a g r e e m e n t  m a y  b e  e s s e n ­
t i a l l y  t h e  s a m e  a s  a  l a b o r - s h a r e  e x c e p t  t h a t  t h e  s o n ' s  a n n u a l  c o n t r i b u t i o n  
w i l l  i n c l u d e  i n t e r e s t  o n  h i s  c a p i t a l .  T h e  m o r e  c a p i t a l  h e  c o n t r i b u t e s  t h e  
l a r g e r  w i l l  b e  h i s  s h a r e  o f  t h e  e a r n i n g s .  
A  l a b o r - s h a r e  a g r e e m e n t  c a n  g r o w  t o w a r d  a  S O - S O  o w n e r s h i p  o f  
o p e r a t i n g  c a p i t a l  b y  a l l o w i n g  t h e  s o n  t o  t a k e  s o m e  o f  h i s  e a r n i n g s  e a c h  
y e a r  i n  t h e  f o r m  o f  a n  o w n e r s h i p  c l a i m  o n  t h e  o p e r a t i n g  c a p i t a l .  T h i s  
m e a n s  t h a t  t h e  s h a r e s  t o  f a t h e r  a n d  s o n  m u s t  b e  r e c a l c u l a t e d  e a c h  y e a r  
t o  g i v e  t h e  s o n  c r e d i t  f o r  t h e  e x t r a  c a p i t a l  i n p u t  i n  t h e  e n s u i n g  y e a r .  
Q u e s t i o n s  o n  s u c h  c a p i t a l  c o n t r i b u t i o n s  b y  t h e  s o n  i n c l u d e  t h e  f o l ­
l o w i n g :  W h a t  a b o u t  d e p r e c i a t i o n  o n  h i s  m a c h i n e r y ,  o r  d e a t h  l o s s e s  
a m o n g  h i s  l i v e s t o c k ?  B o t h  o f  t h e s e  i t e m s  a r e  a  c o s t  t o  t h e  f a r m  b u s i ­
n e s s  a s  a  w h o l e  a n d  t h e y  s h o u l d  b e  b o r n e  b y  t h e  b u s i n e s s  a n d  n o t  b y  t h e  
s o n  a l o n e .  T h e r e  a r e  t w o  w a y s  t o  h a n d l e  t h e s e  c o s t s :  (  1 )  e i t h e r  t h e  
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son is paid each year by the farm business for depreciation and death 
loss in his contribution, or (2) his contribution is allowed to remain 
at a constant number of dollars regardless of depreciation or death 
loss. Under the first method, his annual contribution and his claim at 
the end of the agreement would be his remaining capital value. Under 
the second way, at the end of the agreement the son would present a 
claim for the original value contributed even though the items were 
long since gone. 
The 50-50 share agreement. Under this plan the father and son 
each own half of all operating capital and each gets half of all income 
above expenses, including as expenses payments for use of the father's 
farm and payments to the son for labor he put in that was not matched 
by the father. This plan is closest to being an equal partnership. 
If the farm is rented from a third party, the land does not enter 
into the operating agreement. The land rent will be paid by the farm 
business as an expense to come out of undivided income. Similarly, if 
the father owns all or part of the land, he will be paid an allowance or 
net rent for the use of his land. Or if father and son each contribute 
some land, only the difference in annual value will be paid to the party 
with the larger contribution. The rest of the land return will be re­
ceived by each party as part of his half share of the income. 
Examples 
Let us illustrate the different joint operatorship agreements by 
assuming a farm situation. The father owns 320 acres. He rents an 
adjoining 80 acres on a cash lease from a sister, and he rents 220 acres, 
a mile down the road, on a crop-share-cash lease. The total acreage, 
620 acres, is operated as a two-man, hog-cattle feeding farm. Of the 
620 total acres, 530 acres are tillable land. See Table 1 on the next page. 
Son contributes labor and management only. The son graduated 
from college in June and then completed the year as a replacement for 
the hired man on a wage and bonus plan. Now he wants to start 
January 1 on an operating agreement with his father. He, at 21, is the 
eldest of three children. He has an 18-year-old sister and a brother, 16, 
who is interested in the home farm. The elder son is not married and 
is eligible to be drafted for military service. Both he and his father feel 
there are too many uncertainties for him to buy into a share of the farm 
operating capital at this time. What share of the farm earnings should 
he get if he contributes only his labor and management? 
The information needed to answer that question can be taken from 
Table 1, but the exact answer depends on what income, gross or net, is 
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T a b l e  1 .  - A  F i n a n c i a l  S u m m a r y  o f  a  6 2 0 - A c r e  F a r m  a s  I t  I s  E x p e c t e d  
t o  b e  O p e r a t e d  U n d e r  a  F a t h e r - S o n  A g r e e m e n t  
M a r k e t  
A n n u a l  i n p u t
I n p u t  i t e m s  
v a l u e s  v a l u e s  
C a p i t a l  i t e m s  
3 2 0  a c r e s  l a n d  a n d  b u i l d i n g s . .  .  .  .  .  .  .  .  .  .  . . .  $ 1 4 4 , 0 0 0  
I n t e r e s t  @ 4 % :  $  5 , 7 6 0  
M a c h i n e r y  a n d  e q u i p m e n t .  .  .  . . . . . .  .  . .  . .  .  1 8 , 0 0 0  
I n t e r e s t  @ 6 % :  1 , 0 8 0  
I n v e n t o r y  o f  l i v e s t o c k ,  f e e d ,  g r a i n ,  s e e d s ,  a n d  
s u p p l i e s .  "  . . . . . . . . . . . . . . . . . . . . . . . . . .  .  
3 2 , 0 0 0  I n t e r e s t  @ 6 % :  1 , 9 2 0  

O p e r a t i n g  c a s h  ( b a n k  b a l a n c e )  . . . . . . . . . . .  .  
3 , 0 0 0  I n t e r e s t  @ 6 % :  1 8 0  

D e p r e c i a t i o n  o r  c a p i t a l  r e p l a c e m e n t  
B u i l d i n g s  a n d  f e n c e s . . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  8 0 0  8 0 0  

M a c h i n e r y  a n d  e q u i p m e n t .  .  .  .  .  .  .  .  .  .  .  . .  .  .  4 , 7 5 0  
4 , 7 5 0  

O p e r a t i n g  e x p e n s e s  
S e e d ,  f e r t i l i z e r ,  a n d  c r o p  e x p e n s e  ( o m i t  l a n d l o r d ' s  s h a r e )  . . . . . . . . . . . . . . .  .  5 , 0 0 0  
F e e d ,  b r e e d i n g  s t o c k ,  a n d  l i v e s t o c k  e x p e n s e  . . . . . . . . . . . . . . . . . . . . . . . . . .  .  
6 , 5 0 0  
T a x e s ,  i n s u r a n c e ,  b u i l d i n g  r e p a i r s ,  a n d  o t h e r s  ( o m i t  l a n d l o r d ' s  s h a r e )  . . .  .  3 , 0 0 0  
H i r e d  l a b o r . . . . . . . . . . . . . . . . . . . . .  . . . . . .  .  . .  .  . . .  . .  . . . . . . . . . . . . . . . .  . .  .  3 0 0  
G a s ,  o i l ,  e l e c t r i c i t y ,  m a c h i n e r y  r e p a i r s ,  c u s t o m  w o r k ,  a n d  s u p p l i e s . . .  .  . .  .  
5 , 6 0 0  
C a s h  r e n t o n  8 0  a c r e s  . . . .  .  . . . . . . . . . .  . . . . . . .  .  .  . . . . .  .  .  . . .  . .  . . . . .  . . . .  .  2 , 1 5 0  
L a b o r  a n d  m a n a g e m e n t  
2 4  m o n t h s  u n p a i d  l a b o r  a n d  m a n a g e m e n t  ( 1 2  
m o n t h s  f o r  t h e  f a t h e r  a n d  1 2  m o n t h s  f o r  
t h e  s o n )  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  4 0 0 1 m o .  
9 , 6 0 0  
T o t a l  a n n u a l  i n p u t s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .  
$ 4 6 , 6 4 0  

A s s u m e d  g r o s s  f a r m  i n c o m e  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .  
4 8 , 5 0 0  

t o  b e  t h e  b a s i s  f o r  s h a r i n g .  T h e  g u i d i n g  p r i n c i p l e  i s  t h a t  t h e  s o n  i s  t o  
s h a r e  i n  t h e  i n c o m e  i n  t h e  s a m e  p r o p o r t i o n  a s  h e  c o n t r i b u t e s  t o  t h e  
b u s i n e s s .  I f  h i s  l a b o r  a n d  m a n a g e m e n t  a r e  v a l u e d  a t  $ 4 , 8 0 0  ( 1 2  m o n t h s  
a t  $ 4 0 0  p e r  m o n t h )  a n d  t o t a l  i n p u t s  ( e x c l u s i v e  o f  l a n d l o r d ' s  i n p u t s  o n  
r e n t e d  l a n d )  a r e  $ 4 6 , 6 4 0 ,  t h e n  h i s  s h a r e  o f  t h e  t o t a l  i n p u t s ,  a n d  h e n c e  
o f  g r o s s  i n c o m e ,  w o u l d  b e  1 0 . 3  p e r c e n t  ( $ 4 , 8 0 0  - - ; - $ 4 6 , 6 4 0  =  . 1 0 3 ) .  I f  
t h e  g r o s s  i n c o m e  i s  $ 4 8 , 5 0 0  ( e x c l u s i v e  o f  s h a r e  r e n t  g i v e n  t o  l a n d l o r d s  
o n  r e n t e d  l a n d ) ,  t h e n  t h e  s o n ' s  s h a r e  w o u l d  b e  $ 4 , 9 9 5 . 5 0  ( $ 4 8 , 5 0 0  X  
. 1 0 3  =  $ 4 , 9 9 5 . 5 0 ) .  T h u s  u n d e r  a  p r o f i t - s h a r i n g  a g r e e m e n t  t h e  s o n  
w o u l d  r e c e i v e  a l m o s t  $ 2 0 0  m o r e  t h a n  h e  w o u l d  r e c e i v e  u n d e r  a  s i m p l e  
w a g e  a n d  b o n u s  a g r e e m e n t .  
P u t t i n g  t h e  s o n ' s  s h a r e  o n  a  g r o s s  i n c o m e  b a s i s  i s  t h e  s i m p l e s t  a r ­
r a n g e m e n t .  H e  w o u l d  g e t  1 0 . 3  c e n t s  o u t  o f  e v e r y  d o l l a r  r e c e i v e d  ( a f t e r  
a d j u s t m e n t  f o r  c h a n g e s  i n  i n v e n t o r y ) .  B u t  t h i s  a r r a n g e m e n t  d o e s  n o t  
g i v e  t h e  s o n  a n y  i n c e n t i v e  t o  h o l d  d o w n  c o s t s .  A  b e t t e r  a r r a n g e m e n t  i s  
t o  s h a r e  t h e  n e t  i n c o m e .  
T h e  s o n ' s  s h a r e  o f  t h e  n e t  i n c o m e  i s  a l s o  b a s e d  o n  t h e  p r i n c i p l e  o f  
p r o p o r t i o n a l  s h a r i n g .  T h e  n e t  i n c o m e  t o  b e  d i v i d e d  i s  t h a t  w h i c h  r e ­
m a i n s  a f t e r  a l l  e x p e n s e s  e x c e p t  u n p a i d  l a b o r ,  m a n a g e m e n t ,  a n d  i n t e r ­
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est on capital have been paid. The son's share of this net income should 
be the same share as his labor and management are of the unpaid con­
tributions. 
In Table 1 we see that the annual input values on capital items, all 
contributed by the father, amount to $8,940. When the father's $4,800 
worth of unpaid labor and management is added, his total annual con­
tribution comes to $13,740. The son contributes only his labor and 
management valued at $4,800. Thus the father contributes 74.1 percent 
of the $18,540 ($13,740 + $4,800) total annual inputs and the son 25.9 
percent. Consequently the son should receive 25.9 percent of the net 
income. These calculations are summarized in Table 2. When the 
$5,550 worth of depreciation and the $22,550 worth of operating ex­
penses and cash rent is subtracted from the assumed gross income of 
$48,500, we get a net income of $20,400. The son's share of this would 
be $5,283.60 ($20,400 X .259 = $5,283.60). Note that this is a little 
more than the $4,995.50 he would get as a gross income share. 
The son's share of inputs can be calculated without knowing what 
the gross income might be and without knowing what the operating 
expenses might be (Table 2). Thus the shares to each party can be 
estimated rather easily, but the settlement at the end of the year re­
quires a good record of income and expenses. 
What about depreciation and unpaid family labor other than the 
father's and son's? These items can be added to the father's unpaid 
contributions or they can be treated in the farm record as if they were 
cash expenses. Adding them to the father's contributions will increase 
his share of the net profit and decrease the son's share, but it also re­
moves them as expenses, thus making the net to be divided a larger 
figure. The son's smaller percentage share of a larger net will give 
him about the same total income for his contributions. 
Son contributes some capital. The son can begin the process of 
capital accumulation by taking part of his earnings as a claim against 
Table 2. - Unpaid Contributions by Father and Son Operating the Farm 
Summarized in Table 1 Under a Labor-Share Agreement 
Total annual Contributed byUnpaid contributions 
value (interest) Father Son 
Land and buildings: $144,000 ... ... . .... . .... . . $ 5,760 $ 5,760 $ o 
Machinery and equipment: $18,000 . .... . .... . . . 1,080 1,080 o 
Inventory items: $32,000 . . .... . ... . ....... .. . . 1,920 1,920 o 
Operating cash . . . . .. . ................. .. ..... . 180 180 o 
Labor and management .. .. . . ........... . .. . .. . 9,600 4,800 4,800 
Totals ...... . ... . ................... . .. . . $18,540 13,740 4,800 

Proportions (percent) .. ... . .. . ............ . 100 74.1 25.9 
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t h e  b u s i n e s s  a t  t h e  e n d  o f  t h e  y e a r  r a t h e r  t h a n  h a v e  t h e  f a t h e r  p a y  h i m  
h i s  s h a r e  i n  c a s h .  F o r  e x a m p l e ,  i f  t h e  s o n  h a d  r e c e i v e d  a  c a s h  a d v a n c e  
o f  $ 3 0 0  p e r  m o n t h  a g a i n s t  h i s  t o t a l  s h a r e  o f  $ 5 , 2 8 3 . 6 0 ,  h e  m i g h t  a s k  t h e  
f a t h e r  t o  c r e d i t  h i m  w i t h  a  c a p i t a l  c o n t r i b u t i o n  o f  $ 1 , 6 8 3 . 6 0  t o w a r d  
t h e  n e x t  y e a r ' s  b u s i n e s s  ( $ 5 , 2 8 3 . 6 0  - $ 3 , 6 0 0 . 0 0  =  $ 1 , 6 8 3 . 6 0 ) .  B y  
r e p e a t i n g  t h i s  p r o c e s s  h e  w i l l  g r a d u a l l y  b u i l d  u p  a  c a p i t a l  e q u i t y  i n  t h e  
b u s i n e s s .  
F r o m  t h e  f a t h e r ' s  s t a n d p o i n t  t h i s  i s  t h e  s a m e  a s  s e l l i n g  a  p a r t  o f  
t h e  o p e r a t i n g  c a p i t a l  t o  t h e  s o n .  T h e  s o n  n o w  h a s  a  c l a i m  o n  t h e  o w n e r ­
s h i p  o f  t h e  c a p i t a l  b e c a u s e  t h e  f a t h e r  k e e p s  t h e  m o n e y  h e  w o u l d  o t h e r ­
w i s e  h a v e  p a i d  t o  t h e  s o n  a s  i n c o m e .  I t  i s  a s  t h o u g h  t h e  f a t h e r  h a d  
b o r r o w e d  t h i s  a m o u n t  f r o m  t h e  s o n .  I n  a n y  f i n a l  s e t t l e m e n t  t h e  s o n  
m u s t  b e  p a i d  i n  f u l l  f o r  h i s  c a p i t a l  c l a i m  o r  b e  g i v e n  c a p i t a l  i t e m s  w o r t h  
t h a t  a m o u n t .  
S u p p o s e  w e  c h a n g e  t h e  w a y  t h e  c o n t r i b u t i o n s  s h o w n  i n  T a b l e  2  a r e  
s h a r e d  b y  a s s u m i n g  t h a t  t h e  s o n  o w n s  $ 3 , 0 0 0  w o r t h  o f  t h e  m a c h i n e r y  
a n d  e q u i p m e n t  a n d  $ 2 , 4 0 0  w o r t h  o f  t h e  l i v e s t o c k .  T h e  r e s u l t  i s  t h a t  
t h e  s o n ' s  s h a r e  o f  t h e  i n c o m e  i n c r e a s e s  i n  l i n e  w i t h  h i s  c o n t r i b u t i o n s .  
T h i s  n o t  o n l y  a l l o w s  h i m  t o  a c c u m u l a t e  c a p i t a l  i n  t h e  b u s i n e s s ,  b u t  i t  
a l s o  g i v e s  h i m  a  l a r g e r  s h a r e  o f  a n y  p r o f i t s .  
T h e  t o t a l  a n n u a l  v a l u e  o f  t h e  s o n ' s  $ 5 , 4 0 0  i n v e s t m e n t  w o u l d  b e  $ 1 8 0  
o n  t h e  m a c h i n e r y  a n d  e q u i p m e n t  a n d  $ 1 4 4  o n  t h e  l i v e s t o c k .  I f  t h e s e  
a r e  a d d e d  t o  t h e  s o n ' s  $ 4 , 8 0 0  w o r t h  o f  l a b o r  a n d  m a n a g e m e n t ,  h i s  
a n n u a l  c o n t r i b u t i o n  b e c o m e s  $ 5 , 1 2 4 ,  o r  2 7 . 6  p e r c e n t  o f  t h e  $ 1 8 , 5 4 0  t o t a l  
a n n u a l  c o n t r i b u t i o n s .  T h e s e  c a l c u l a t i o n s  a r e  s u m m a r i z e d  i n  T a b l e  3 .  
U n d e r  t h i s  a r r a n g e m e n t  t h e  s o n  s h o u l d  r e c e i v e  $ 5 , 6 3 0 . 4 0 ,  w h i c h  i s  2 7 . 6  
p e r c e n t  o f  t h e  n e t  i n c o m e  o f  $ 2 0 , 4 0 0 .  
T a b l e  3 .  - U n p a i d  C o n t r i b u t i o n s  b y  F a t h e r  a n d  S o n  O p e r a t i n g  t h e  F a r m  
S u m m a r i z e d  i n  T a b l e  1  W i t h  t h e  S o n  C o n t r i b u t i n g  S o m e  C a p i t a l  
T o t a l  a n n u a l  
C o n t r i b u t e d  b y  
U n p a i d  c o n t r i b u t i o n s  
v a l u e  ( i n t e r e s t )  
F a t h e r  
S o n  
L a n d  a n d  b u i l d i n g s :  $ 1 4 4 , 0 0 0 . . . . . . . . . . .  . . . . . . .  $  5 ,  7 6 0  
$  5 , 7 6 0  
$  
0  
M a c h i n e r y  a n d  e q u i p m e n t  
F a t h e r :  $ 1 5 , 0 0 0 .  .  .  . . . .  . . .  .  .  . . . .  .  .  .  .  .  . . . . . . .  9 0 0  
9 0 0  
0  
S o n :  $ 3 , 0 0 0  .  . . .  .  .  . .  . .  . . .  .  . . .  . .  . . . . . . . . . . . . .  1 8 0  
0  1 8 0  
I n v e n t o r y  i t e m s  
F a t h e r :  $ 2 9 , 6 0 0 .  . . . . . . . . . .  . . .  . . . . . . .  . . . . . . .  1 , 7 7 6  
1 , 7 7 6  0  
S o n :  $ 2 , 4 0 0  .  .  . .  .  .  .  . .  .  . . . . . .  .  . . . . .  . .  . . . . . . . .  1 4 4  
0  1 4 4  
O p e r a t i n g  c a s h .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  1 8 0  
1 8 0  0  
L a b o r  a n d  m a n a g e m e n t .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  9 , 6 0 0  
4 , 8 0 0  4 , 8 0 0  
T o t a l s  . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  $ 1 8 , 5 4 0  
$ 1 3 , 4 1 6  $ 5 , 1 2 4  
P r o p o r t i o n s  ( p e r c e n t ) .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  1 0 0  
7 2 . 4  2 7 . 6  
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Father and son as 50-50 partners. This plan requires the son to be­
come the owner of half of the operating capital. This step may be ap­
proached gradually, as we noted above, or it can occur all at once by 
the son buying a one-half interest in the father's operating capital. 
Taking the farm described in Table 1 as an example, the son would 
have to buy one-half interest in the $18,000 worth of machinery and 
equipment, the $32,000 worth of livestock, feed, and other inventory 
items, and the $3,000 bank balance. This is a total operating capital 
of $53,000 and the son's share would be $26,500. 
Some questions and answers 
1. Q. The sum of $26,500 is a lot of money. How can a young man 
just out of school finance that much capital? A. By giving his father 
a promissory note or notes in payment. 
2. Q. Is the son expected to payoff such notes? A. The son is ex­
pected to payoff the notes he gives to his father. Just how this is done 
is a matter of agreement. Payments may be set up to amortize the debt 
in a stated number of years, or the son can make variable payments ac­
cording to his share of the earnings at the end of each year. Of course, 
gifts of part or all of the principal may be made to the son by the father 
as part of his estate planning. See Question 7 below. 
3. Q. Is the son expected to pay interest on the amount of the notes 
to his father? A. Yes. The rate of interest charged is a matter of 
agreement. If the rate is too low, a gift is implied. We suggest that if 
the father wants to make gifts, he do so explicitly in the form of re­
ductions in the amount of principal owed rather than as a reduction in 
interest. 
4. Q. What is a fair way to price the father's machinery when the 
son buys a one-half interest? A. We suggest that the remaining cost 
on the income tax depreciation schedule be used, if possible. This 
avoids capital gains or losses and a split depreciation schedule. Accel­
erated depreciation formulas may mean that the remaining cost on some 
items is considerably below their market value as used machinery. The 
difference can be overtly recognized as a gift. Other heirs can be given 
fair treatment in other ways. 
5. Q. Suppose the son owned some machinery before the agree­
ment. How is this handled? A. Let's go back to Table 3 in which we 
assumed that the son owned $3,000 in machinery (remaining cost) and 
$2,400 in livestock. If the son's property can be used efficiently in the 
farm business, he will be credited with a capital contribution of $5,400 
against his $26,500 one-half share. He would then give his father a 
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n o t e ,  o r  n o t e s ,  f o r  $ 2 1 , 1 0 0 .  I n  o t h e r  w o r d s ,  i f  t h e  t o t a l  o p e r a t i n g  c a p i t a l  
t o  b e  u s e d  i n  t h e  b u s i n e s s  i s  $ 5 3 , 0 0 0 ,  i n c l u d i n g  t h e  s o n ' s  $ 5 , 4 0 0  c a p i t a l  
i t e m s ,  t h e n  t h e  f a t h e r  w o u l d  b e  f u r n i s h i n g  $ 4 7 , 6 0 0  w o r t h  o f  c a p i t a l  
a n d  t h e  s o n  $ 5 , 4 0 0 .  T h e  f a t h e r  u s e s  $ 5 , 4 0 0  o f  h i s  $ 4 7 , 6 0 0  t o  m a t c h  t h e  
s o n ' s  $ 5 , 4 0 0 ,  l e a v i n g  $ 4 2 , 2 0 0  o f  t h e  f a t h e r ' s  c a p i t a l  u n m a t c h e d .  T h e r e ­
f o r e ,  t h e  s o n  b u y s  a  o n e - h a l f  i n t e r e s t  i n  t h i s  a m o u n t  f o r  $ 2 1 , 1 0 0 .  
6 .  Q .  I f  t h e  s o n  n o w  o w n s  o n e - h a l f  o f  t h e  o p e r a t i n g  c a p i t a l ,  h o w  i s  
h i s  p r o p e r t y  i d e n t i f i e d ?  A .  T h e  s o n  a n d  t h e  f a t h e r  e a c h  o w n  a n  u n ­
d i v i d e d ,  o n e - h a l f  i n t e r e s t  i n  a l l  o p e r a t i n g  c a p i t a l  i t e m s  i n c l u d i n g  a n y  
i t e m s  t h e  s o n  m a y  h a v e  c o n t r i b u t e d .  T h e r e  i s  n o  n e e d  t o  i d e n t i f y  
o w n e r s h i p  o f  a  p a r t i c u l a r  p i e c e  o f  m a c h i n e r y  o r  b r e e d i n g  a n i m a l  u n l e s s  
t h e  a g r e e m e n t  i s  b e i n g  t e r m i n a t e d .  I n  t h i s  c a s e  o n e  p a r t y  c a n  b u y o u t  
t h e  o t h e r  p a r t y ' s  i n t e r e s t  w i t h o u t  p h y s i c a l l y  d i v i d i n g  t h e  p r o p e r t y ,  o r ,  i f  
a  p h y s i c a l  d i v i s i o n  i s  n e c e s s a r y ,  o n e  p a r t y  c a n  d i v i d e  t h e  p r o p e r t y  i n t o  
t w o  l o t s  o f  e q u a l  v a l u e  a n d  t h e  o t h e r  p a r t y  c a n  c h o o s e  t h e  l o t  h e  w a n t s .  
T h e  s o n  c a n  b e  g i v e n  t h e  p r e r o g a t i v e ,  i n  t h e  o r i g i n a l  a g r e e m e n t ,  o f  
i n c l u d i n g  i n  h i s  s h a r e  t h e  o r i g i n a l  i t e m s  h e  c o n t r i b u t e d  o r  a n y  o f f s p r i n g  
t h e r e o f .  
7 .  Q .  W h i c h  i s  b e t t e r ,  t h e  s o n  g i v i n g  h i s  f a t h e r  a  s i n g l e  n o t e  f o r  
h i s  t o t a l  o b l i g a t i o n  o r  a  s e r i e s  o f  n o t e s  f o r  l e s s e r  a m o u n t s  e a c h ?  A .  
T h i s  d e p e n d s  u p o n  t h e  o b j e c t i v e s  i n  m i n d  a n d  t h e  e x p e c t e d  r e p a y m e n t  
p r o g r a m .  P a y m e n t s  c a n  b e  s e t  u p  o n  a  f i x e d  d o l l a r  p a y m e n t  a n n u a l l y ,  
l a r g e  e n o u g h  t o  c o v e r  i n t e r e s t  a n d  r e t i r e  t h e  p r i n c i p a l  i n  a  g i v e n  n u m ­
b e r  o f  y e a r s .  A n y  g o o d  c o m p o u n d  i n t e r e s t  t a b l e  s h o u l d  i n c l u d e  t h e  
f a c t o r  f o r  c a l c u l a t i n g  t h e  d e s i r e d  a n n u a l  p a y m e n t s .  
S o m e  f a m i l i e s  m a y  a g r e e  t o  h a v e  t h e  s o n  m a k e  e x t r a  o r  i r r e g u l a r  
p a y m e n t s  o n  p r i n c i p a l  w i t h  i n t e r e s t  d u e  a n n u a l l y  o n  t h e  u n p a i d  b a l a n c e .  
O t h e r s  m a y  w a n t  t o  m a k e  g i f t s  f r o m  t h e  p a r e n t s  t o  t h e  s o n .  I f  t h e  s o n  
h a s  g i v e n  a  s e r i e s  o f  s m a l l  n o t e s  w i t h  p r o g r e s s i v e  m a t u r i t y  d a t e s ,  t h e  
p a r e n t s  c a n  m a k e  a  g i f t  b y  s i m p l y  m a r k i n g  o n e  o f  t h e s e  n o t e s  p a i d  a n d  
p r e s e n t i n g  i t  t o  t h e  s o n  a t  C h r i s t m a s  o r  s o m e  o t h e r  a p p r o p r i a t e  t i m e .  
F i x e d  p r i n c i p a l  p a y m e n t s  w i t h  i n t e r e s t  o n  t h e  u n p a i d  b a l a n c e  w i l l  
m e a n  h i g h e r  i n i t i a l  p a y m e n t s  b e c a u s e  t h e  i n t e r e s t  d e c l i n e s  e a c h  y e a r  
w i t h  t h e  p r i n c i p a l  p a y m e n t  r e m a i n i n g  t h e  s a m e .  
8 .  Q .  U n d e r  a  S O - S O  s h a r e  a g r e e m e n t ,  h o w  a r e  t h e  i n c o m e  t a x  r e ­
t u r n s  f i l e d ?  A .  I t  i s  a d v i s a b l e  f o r  t h e  t w o  p a r t i e s  t o  f i l e  a  p a r t n e r s h i p  
r e t u r n  o n  F o r m  1 0 6 5 .  T h i s  i s  m e r e l y  a n  i n f o r m a t i o n  r e t u r n .  T h e r e  i s  
n o  t a x  t o  b e  p a i d  b y  t h e  p a r t n e r s h i p .  F o r m  1 0 6 5  s h o w s  t h e  e a r n i n g s  o f  
e a c h  p a r t y .  T h e s e  e a r n i n g s  s h o u l d  t h e n  b e  r e p o r t e d  b y  e a c h  p a r t y  o n  
h i s  i n d i v i d u a l  F o r m  1 0 4 0 .  A  s i n g l e  f o r m  1 0 4 0 F  s h o u l d  a c c o m p a n y  t h e  
p a r t n e r s h i p  r e t u r n  t o  s h o w  t h e  f a r m  e a r n i n g s .  
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9. Q. How are money matters handled? A. We strongly recom­
mend a separate bank account for the farm business. All farm income 
should be deposited in this account and all farm expenses and disburse­
ments, including the shares of earnings to father and son, should be 
made by check on this account. The farm bank account will then be 
an important part of the farm business records. 
Each party should have his own personal bank account separate 
from the farm business. Both parties can be authorized to sign checks 
against the farm bank account, but checks above a stated amount can 
be required to have both signatures. 
10. Q. If the father has a mortgage against the farm, are the 
interest and principal payments on the farm a business expense to be 
charged to the farm business account? A . No. As long as the father 
retains ownership of the land, the mortgage payments are his personal 
obligation. Such payments would have to be made by the father out of 
his own income. 
11. Q. How can the father give half of the farm income to the son 
and still have enough left to make mortgage payments and meet family 
living costs? A. This is a question that disturbs many fathers. What 
these fathers forget is that while they, in a sense, give up half of the 
farm income, they will receive other money returns in addition to their 
one-half of the farm income. Suppose we turn back to the example 
in Table 1 on page 10. Before bringing the son into the farm business 
the father got all of the $48,500 gross income. Now he gets only 
$24,250. But the real question is how this has affected his total net 
mcome. 
Against the $48,500 gross income, the father had operating ex­
penses and depreciation totaling $28,100, not including what he paid the 
hired man who was replaced by the son. If this was $3,000, then the 
father had $17,400 remaining ($48,500 - $31,100 = $17,400) out of 
which he would have to pay any interest and mortgage payments and 
family living expenses. 
After the operating agreement goes into effect the father's gross in­
come drops to $24,250, but his share of the expenses also goes down 
from an estimated $31,100 to $16,930 (one-half of $28,100 plus one­
half of $5,760 for use of the father's land). His net farm income 
would thus be $7,320 ($24,250 - $16,930 = $7,320). But the farm 
business also pays him $5,760 for the use of his land (a net rent), and 
the son pays him interest on the $26,500 note he owes on half of the 
operating capital. At 4 percent this amounts to $1,060. Thus the father 
has a total net income of $14,140 ($7,320+$5,760+$1,060=$14,140), 
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n o t  m u c h  l e s s  t h a n  t h e  p r e v i o u s  $ 1 7 , 4 0 0 ,  o u t  o f  w h i c h  t o  m e e t  h i s  f i n a n ­
c i a l  o b l i g a t i o n s .  T h i s  d o e s  n o t  t a k e  i n t o  a c c o u n t  a n y  l i v i n g  o r  e d u c a ­
t i o n a l  e x p e n s e s  h e  w a s  p r e v i o u s l y  p a y i n g  f o r  t h e  s o n ,  o r  a n y  p a y m e n t s  
t h e  s o n  w i l l  m a k e  o n  t h e  $ 2 6 , 5 0 0  p r i n c i p a l .  
1 2 .  Q .  H o w  w o u l d  t h e  s o n  m a k e  o u t  f i n a n c i a l l y  u n d e r  t h e  5 0 - 5 0  
s h a r e  a g r e e m e n t  i f  h e  o w e s  t h e  f a t h e r  t h e  f u l l  $ 2 6 , 5 0 0 ?  A .  H i s  n e t  
f a r m  i n c o m e  w o u l d  b e  $ 7 , 3 2 0 ,  t h e  s a m e  a s  t h e  f a t h e r ' s .  H o w e v e r ,  h e  
w o u l d  h a v e  t o  p a y  $ 1 , 0 6 0  i n t e r e s t  t o  t h e  f a t h e r ,  t h u s  l e a v i n g  $ 6 , 2 6 0  o u t  
o f  w h i c h  t o  m a k e  p r i n c i p a l  p a y m e n t s  a n d  m e e t  f a m i l y  l i v i n g  e x p e n s e s .  
1 3 .  Q .  W h a t  a b o u t  t h e  1 6 - y e a r - o l d  s o n ;  h o w  c a n  h e  b e  b r o u g h t  i n t o  
t h e  b u s i n e s s ?  A .  I t  d e p e n d s  p a r t l y  u p o n  w h a t  t h e  f a t h e r  w a n t s  t o  d o  
a t  t h e  t i m e  t h e  s e c o n d  s o n  w a n t s  t o  j o i n  t h e  o p e r a t i n g  a g r e e m e n t .  I f  t h e  
f a t h e r  i s  n e a r  r e t i r e m e n t  a g e ,  h e  m a y  s e l l  h i s  s h a r e  o f  t h e  o p e r a t i n g  
c a p i t a l  t o  t h e  s e c o n d  s o n  a n d  l e t  t h e  t w o  b r o t h e r s  o p e r a t e  a s  a  t w o - m a n  
p a r t n e r s h i p .  T h i s  m i g h t  a l s o  o c c u r  i f  t h e  f a t h e r  i s  i l l  o r  o t h e r w i s e  i n ­
c a p a c i t a t e d .  O r ,  h e  m a y  b e  i n  a  p o s i t i o n  t o  d e v o t e  m o s t  o f  h i s  t i m e  t o  
o f f - f a r m  a c t i v i t i e s .  
A  b i g  p r o b l e m  i n  b r i n g i n g  i n  a  s e c o n d  s o n  w h i l e  t h e  f a t h e r  i s  s t i l l  
a c t i v e  i n  t h e  f a r m  b u s i n e s s  i s  h o w  t o  g e t  e n o u g h  v o l u m e  f o r  t h r e e  m e n .  
I f  t h e y  c a n  r e n t  o r  b u y  m o r e  l a n d  o r  e x p a n d  l i v e s t o c k  e n t e r p r i s e s ,  t h e y  
m a y  b e  a b l e  t o  a c h i e v e  a  t h r e e - m a n  o p e r a t i o n ,  b u t  t h i s  s h o u l d  b e  d e ­
t e r m i n e d  b e f o r e  c o m m i t m e n t s  a r e  m a d e .  
I f  t h e  v o l u m e  p r o b l e m  c a n  b e  s o l v e d ,  t h e  f a t h e r  m a y  i n i t i a l l y  s e l l  
o n l y  a  o n e - t h i r d  i n t e r e s t  i n  o p e r a t i n g  c a p i t a l  t o  t h e  o l d e r  s o n ,  a n d  t h u s  
h o l d  a  o n e - t h i r d  i n t e r e s t  f o r  t h e  s e c o n d  s o n .  I f  t h e  y o u n g e r  s o n ' s  d e s i r e  
t o  f a r m  i s  n o t  p o s i t i v e ,  t h e n  t h e  5 0 - 5 0  s h a r e  w i t h  t h e  e l d e r  s o n  i s  a d v i s ­
a b l e .  T h e  y o u n g e r  s o n  c a n  b u y  a  o n e - t h i r d  i n t e r e s t  f r o m  e a c h  o f  t h e  
t w o  p a r t i e s  i f  a n d  w h e n  h e  i s  r e a d y  t o  j o i n  t h e  o p e r a t i o n .  
1 4 .  Q .  H o w  l o n g  s h o u l d  f a t h e r  a n d  s o n  o p e r a t e  u n d e r  a  g i v e n  
a g r e e m e n t ?  A .  N o  l o n g e r  t h a n  n e c e s s a r y .  M a n y  o p e r a t i n g  a g r e e m e n t s  
a r e  c a r r i e d  o n  m u c h  b e y o n d  t h e  t i m e  w h e n  a  c h a n g e  s h o u l d  h a v e  b e e n  
m a d e .  T h i s  p a r t i c u l a r l y  t e n d s  t o  b e  t h e  c a s e  w h e r e  t h e  e x p e r i e n c e  h a s  
b e e n  m o s t  s u c c e s s f u l .  B o t h  f a t h e r  a n d  s o n  a r e  h a p p y  w i t h  t h e  a r r a n g e ­
m e n t  a n d  d o n ' t  w a n t  t o  m a k e  a  c h a n g e .  T h e  s o n  s h o u l d  b e  t h e  o n e  w h o  
s h o u l d  a n t i c i p a t e  c h a n g e s  t h a t  w i l l  a l l o w  h i m  t o  m a k e  p r o g r e s s  t o w a r d  
c a p i t a l  o w n e r s h i p  a n d  t h e  i n d e p e n d e n t  t e n u r e  o f  a  t e n a n t  o r  p a r t - o w n e r .  
T h e  r e q u i r e m e n t s  o f  q u a l i f y i n g  f o r  S o c i a l  S e c u r i t y  b e n e f i t  p a y ­
m e n t s  m a y  f o r c e  t h e  f a t h e r  t o  g i v e  u p  h i s  o p e r a t i n g  i n t e r e s t  i n  t h e  
p a r t n e r s h i p  a n d  a s s u m e  t h e  r o l e  o f  a  l a n d l o r d  r e c e i v i n g  r e n t a l  i n c o m e .  
T h e  s o n  s h o u l d  p l a n  a h e a d  f o r  t h i s  c h a n g e .  
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INITIATING THE AGREEMENT 
Communications between father and son are often notoriously poor. 
N either one may really know the real hopes and aspirations of the 
other. The father would like to have his son as a business partner but 
doesn't want to force him into it. The son may hesitate to raise the 
subject because he feels a strong need to achieve a status, independent 
of his father, in which he is not beholden. At the same time he would 
welcome a chance to step into an operating arrangement where he could 
be his own man and carry his share of the load. 
In such a situation a third party can be helpful. The farm adviser, 
vocational agriculture teacher, farm record fieldman, and many others 
may be approached by either party with a plea or an implied wish to 
speak to the other party. Such tactics have "broken the ice" in a 
number of cases, but there is much merit in an open and forthright 
question by either father or son to the other. What the father may 
forego in not waiting for the son to take the initiative he can make up 
in noting the degree of interest in the son's response. Likewise, the son 
can have a measure of pride and independence restored through the 
father's willingness to develop a businesslike agreement with him. 
Once the two parties have reached the communication stage, there 
remains the very real question of whether they can work together and 
whether they have mutually compatible ideas and goals, particularly 
with respect to the farm business. Initially this is still a communications 
problem. What ideas does the son have about what can be done with 
the farm business? What role would he like to play in it? What goals 
does the father have for the near future and in the longer run? 
Open discussion may not be the best way to start. A better ap­
proach may be to have each party independently set down on paper 
what his goals and aspirations are. The result may look like the 
example below. 
The son's goals and aspirations: 
Over the next 5 years In the long run 
v Finish college v Be a leader in my community 
vGet married vRaise a family 
vStart a home of my own v Have a modern home 
vBe my own boss vKeep the home farm in 
vBuy a new car the family 
vGet started in farming v Improve and expand the 
vMake money farm business 
vBuy modern machinery v Be a farm leader 
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T h e  f a t h e r ' s  g o a l s  a n d  a s p i r a t i o n s :  
O v e r  t h e  n e x t  5  y e a r s  
I n  t h e  l o n g  r u n  
v  P u t  c h i l d r e n  t h r o u g h  c o l l e g e  v  B u i l d  a  n e w  h o u s e  
v  G e t  n e w  f u r n i t u r e  v S p e n d  t i m e  w i t h  
v G o  o n  v a c a t i o n  t r i p s  g r a n d c h i l d r e n  
v P u t  u p  n e w  g r a i n - s t o r a g e  v  P r o v i d e  f o r  r e t i r e m e n t  
f a c i l i t i e s  v  P a y o f f  t h e  m o r t g a g e  
v R a i s e  m o r e  h o g s  v  K e e p  t h e  f a r m  i n  t h e  
v F a r m  m o r e  l a n d  f a m i l y  
I t  i s  n o t  d i f f i c u l t  t o  s e e  h o w  t h e  c o m m o n  e l e m e n t s  i n  s u c h  a n  e x ­
c h a n g e  c a n  l e a d  f a t h e r  a n d  s o n  t o  t u r n  t o  e a c h  o t h e r  i n  a  s p i r i t  o f  
m u t u a l  r e s p e c t  a n d  c o o p e r a t i o n  t o  w o r k  o u t  a n  a g r e e m e n t  i n  w h i c h  t h e y  
p o o l  t h e i r  r e s o u r c e s  f o r  g r e a t e r  e f f e c t i v e n e s s .  
S E T T I N G  U P  T H E  A G R E E M E N T  
D o e s  o n e  h a v e  t o  g o  t h r o u g h  t h e  t e d i o u s  p r o b l e m  o f  c a l c u l a t i n g  i n ­
p u t s  a n d  c o n t r i b u t i o n  s h a r e s  a n d  o f  d r a w i n g  u p  a  f o r m a l  a g r e e m e n t ?  
N o ,  y o u  d o n ' t  h a v e  t o  g o  t h r o u g h  t h e s e  s t e p s ,  b u t  s o m e t h i n g  i m p o r t a n t  
w i l l  b e  m i s s i n g  i f  y o u  d o n ' t .  T h e  s o n  w o n ' t  h a v e  q u i t e  a s  m u c h  a u t h o r ­
i t y ,  a n d  t h e r e  w i l l  a l w a y s  b e  s o m e  u n c e r t a i n t y  a b o u t  h o w  s e t t l e m e n t s  
a r e  t o  b e  m a d e  a n d  a b o u t  w h o  o w n s  w h a t .  
F o r  e x a m p l e ,  i f  t h e  f a t h e r  w a n t s  h i s  s o n  t o  s t a y  o n  t h e  f a r m ,  h e  c a n  
m a k e  a  v e r y  s i m p l e  o f f e r  o f  w h a t e v e r  i n c o m e  h e  t h i n k s  i t  w i l l  t a k e  t o  
k e e p  t h e  b o y  i n t e r e s t e d .  I f  t h e  g r o s s  i n c o m e  f r o m  t h e  f a r m  b u s i n e s s  
i s  a b o u t  $ 4 0 , 0 0 0  a n d  i f  i t  w i l l  t a k e  $ 6 , 0 0 0  t o  k e e p  t h e  s o n  a t  h o m e ,  t h e  
f a t h e r  c a n  o f f e r  t h e  s o n  a  I S - p e r c e n t  s h a r e  o f  t h e  g r o s s  i n c o m e  f r o m  
t h e  b u s i n e s s .  I t  c a n  b e  a s  s i m p l e  a s  t h a t .  
O b v i o u s l y  s u c h  a n  a r r a n g e m e n t  l e a v e s  m u c h  t o  b e  d e s i r e d .  I t  w i l l  
w o r k  o n l y  i f  t h e r e  i s  n o  p r o b l e m  w i t h  o t h e r  c h i l d r e n ,  i f  t h e  s o n  i s  
w i l l i n g  t o  t a k e  a n  e a s y  a n s w e r  t o  t h e  q u e s t i o n  o f  h o w  t o  m a k e  a  l i v i n g ,  
a n d  i f  t h e  f a t h e r  a n d  m o t h e r  h a v e  t h e  m e a n s  t o  g i v e  t h e  s o n  m o r e  t h a n  
h i s  c o n t r i b u t i o n  t o  t h e  b u s i n e s s  m a y  b e  w o r t h .  
T h e  t a s k  o f  d r a w i n g  u p  a  f o r m a l  a g r e e m e n t  c a n  b e  m a d e  e a s i e r  b y  
u s i n g  a  s t a n d a r d  f o r m  t h a t  c a n  b e  a d a p t e d  t o  f i t  i n d i v i d u a l  c a s e s  b y  
f i l l i n g  i n  b l a n k  s p a c e s .  T w o  s u c h  f o r m s  a r e  r e p r o d u c e d  a t  t h e  e n d  o f  
t h i s  c i r c u l a r ,  s t a r t i n g  o n  p a g e  2 2 .  T h e s e  f o r m s  m a y  b e  u s e d  d i r e c t l y  
o r  t y p e d  c o p i e s  c a n  b e  m a d e  f r o m  t h e m .  Y o u  m a y  a l s o  o b t a i n  a d d i ­
t i o n a l  c o p i e s  o f  t h e s e  f o r m s  f r o m  y o u r  f a r m  a d v i s e r  o r  f r o m  t h e  C o l ­
l e g e  o f  A g r i c u l t u r e ,  U n i v e r s i t y  o f  I l l i n o i s ,  U r b a n a  6 1 8 0 1 .  I t  i s  
s u g g e s t e d  t h a t  t h r e e  c o p i e s  b e  u s e d :  o n e ,  p e r h a p s  t h e  o n e  p r i n t e d  i n  
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this circular, as a work sheet in arriving at a mutually acceptable agree­
ment, and the other two to be duplicate, signed copies of the final 
agreement for the files of the two parties. The work sheet copy may be 
kept in a handy location for easy reference when questions arise. 
OTHER CONSIDERATIONS 
Management responsibilities. Unless the agreement specifies other­
wise, it is intended that all parties have an equal voice in making man­
agement decisions. This is desirable in order to develop the ability and 
competence of the son to eventually assume major responsibility for 
the home farm or a farm business of his own. This will usually not be 
an automatic result. The son should make special efforts toward 
making informed contributions to the management of the farm busi­
ness. The father should help by creating opportunities for the son to 
take management responsibility. This can be done by delegating major 
responsibility for certain enterprises or by placing the son in charge 
while the father is away on vacation or engaged in other activities. 
Fathers who complain that the son lacks aggressiveness and initia­
tive should remember that it is not easy for the son to shift from the 
status of a dependent minor, subject to parental discipline, to an equal 
partner. It is a wise parent who knows how to confer enough freedom 
to allow the son to learn by mistakes he will make, but who helps him 
avoid making disastrous ones. 
Living arrangements. Housing can be a problem. Should the resi­
dence be included and maintained by the partnership as a business 
asset? A good rule is that the farm business should either furnish 
housing for both parties or for neither one. In the latter case, the 
farmhouse would be omitted from the value of the father's capital con­
tribution and all costs on the residence such as taxes, insurance, and 
repairs would be charged to the father's personal account and not to 
the farm business. 
I f the son is married and there are two houses on the land being 
farmed, then the farm business may well include both houses as a busi­
ness expense. Furnishings and utilities, however, should be treated as 
personal expense. Separate housing, whether paid for by the farm 
business or not, is highly desirable. 
If the son is not married and lives at home with his parents, it is 
a good idea to expect him to make at least some financial contribution 
toward his room and board if he has been given a financial status in­
dependent of the family. Expecting him to reckon with such costs is 
realistic and good discipline. Furthermore, it enhances his independent 
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s t a t u s  a n d  c a n  a d d  t o  h i s  s e l f - c o n f i d e n c e  i n  c o n t r i b u t i n g  t o  t h e  m a n a g e ­
m e n t  o f  t h e  f a r m  b u s i n e s s .  
M i l i t a r y  s e r v i c e .  T h e  p o s s i b i l i t y  o f  t h e  s o n  b e i n g  d r a f t e d  f o r  a  t o u r  
o f  m i l i t a r y  s e r v i c e  i s  a  c o n t i n g e n c y  t h a t  s h o u l d  b e  c o n s i d e r e d  b e f o r e  a  
f a t h e r - s o n  f a r m  o p e r a t i n g  a g r e e m e n t  i s  d e v e l o p e d .  A n  e x t e n d e d  a b s e n c e  
o n  t h e  p a r t  o f  t h e  s o n  c a n  w o r k  a  h a r d s h i p  o n  t h e  f a t h e r .  I t  m a y  b e  
b e t t e r  t o  d e l a y  a n  a g r e e m e n t  u n t i l  a f t e r  t h e  s o n  h a s  f u l f i l l e d  h i s  o b l i g a ­
t i o n .  S o m e  f a t h e r s  h a v e  e x p r e s s e d  a  w i s h  t o  i n v o l v e  t h e  s o n  b e f o r e  
h i s  m i l i t a r y  s e r v i c e  a s  a n  i n d u c e m e n t  t o  a s s u r e  h i s  r e t u r n  t o  t h e  f a r m  
a f t e r w a r d s .  S u c h  a  m o v e  m a y  p r o v e  u n w i s e  i f  i t  l e a d s  t h e  s o n  i n t o  
c h o i c e s  h e  i s  n o t  m a k i n g  w h o l e h e a r t e d l y .  
I f  a n  a g r e e m e n t  h a s  b e e n  d e v e l o p e d  a n d  t h e n  t h e  s o n  i s  d r a f t e d ,  
t h e r e  i s  a  q u e s t i o n  o f  w h a t  t o  d o .  I f  t h e  f a t h e r  i s  w i l l i n g  t o  t e m p o r a r i l y  
r e s u m e  f u l l  m a n a g e m e n t  r e s p o n s i b i l i t y ,  t h e  s o n  m a y  r e p l a c e  h i s  l a b o r  
c o n t r i b u t i o n  b y  p a y i n g  a  h i r e d  m a n  o u t  h i s  o w n  p o c k e t .  I n  t h i s  c a s e ,  
t h e  a g r e e m e n t  c o u l d  c o n t i n u e  u n i n t e r r u p t e d ,  w i t h  p e r h a p s  s o m e  a d d e d  
c o m p e n s a t i o n  t o  t h e  f a t h e r  f o r  h i s  m a n a g e m e n t .  I f  a  g o o d  h i r e d  m a n  
c a n n o t  b e  f o u n d  t o  r e p l a c e  t h e  s o n ,  i t  m a y  b e  n e c e s s a r y  t o  t e r m i n a t e  t h e  
a g r e e m e n t  o r  t o  r e d u c e  t h e  v o l u m e  o f  b u s i n e s s  t o  a  s i z e  w h i c h  t h e  
f a t h e r  c a n  h a n d l e  a l o n e .  
C o l l e g e  e d u c a t i o n .  M a n y  f a r m  b o y s  c o m p l e t e  t h e i r  h i g h  s c h o o l  
t r a i n i n g  w i t h  s i z a b l e  F F A  o r  4 - H  C l u b  p r o j e c t s  i n  t h e  f o r m  o f  l i v e ­
s t o c k  e n t e r p r i s e s ,  o r  w i t h  i n v e n t o r i e s  o f  m a c h i n e r y  a n d  e q u i p m e n t .  
G o i n g  t o  c o l l e g e  c r e a t e s  a n  i n t e r r u p t i o n  s i m i l a r  t o  t h a t  o f  m i l i t a r y  
s e r v i c e  a n d  m a y  b e  d e a l t  w i t h  i n  a  s i m i l a r  m a n n e r .  I n  m a n y  c a s e s  t h e  
s o n  m a y  f i n d  i t  n e c e s s a r y  t o  s e l l  h i s  a c c u m u l a t e d  p r o p e r t y  t o  h e l p  
f i n a n c e  h i s  c o l l e g e  e d u c a t i o n .  I f  v a l u a b l e  b r e e d i n g  a n i m a l s  a r e  i n v o l v e d ,  
t h e  f a t h e r  m a y  t a k e  c a r e  o f  s u c h  a n i m a l s ,  o r  t h e i r  p r o g e n y ,  u n t i l  t h e  
s o n  c a n  c o m e  i n t o  t h e  b u s i n e s s  o n  a  p e r s o n a l  c o n t r i b u t i o n  b a s i s .  
S o m e  b o y s  m a y  c h o o s e  t o  f o r e g o  a  c o l l e g e  e d u c a t i o n  i n  f a v o r  o f  a n  
o p e r a t i n g  a g r e e m e n t  w i t h  t h e  f a t h e r .  S u c h  y o u n g  m e n  m a y  w e l l  b e  e n ­
c o u r a g e d  t o  p a r t i c i p a t e  i n  w i n t e r  s h o r t - c o u r s e s ,  a d u l t  e v e n i n g  s c h o o l  
c l a s s e s ,  a n d  a g r i c u l t u r a l  e x t e n s i o n  p r o g r a m s .  I f  o t h e r  c h i l d r e n  i n  t h e  
f a m i l y  a r e  g i v e n  a  c o l l e g e  e d u c a t i o n ,  t h e  p a r e n t s  s h o u l d  c o n s i d e r  c a p i t a l  
g i f t s  o r  o t h e r  o f f s e t t i n g  a r r a n g e m e n t s  i n  f a v o r  o f  t h e  s o n  w h o  r e m a i n s  
o n  t h e  f a r m .  
I f  t h e  f a r m - o p e r a t i n g  s o n  d o e s  g o  t o  c o l l e g e ,  h i s  t r a i n i n g  s h o u l d  p r e ­
p a r e  h i m  t o  g o  d i r e c t l y  i n t o  a  f u l l  5 0 - 5 0  p a r t n e r s h i p  w i t h  t h e  f a t h e r .  
B u y i n g  l a n d .  W h e n  s h o u l d  t h e  s o n  a t t e m p t  o w n e r s h i p  o f  f a r m l a n d  ?  
A c t u a l l y ,  t h e  m o r e  r e l e v a n t  q u e s t i o n  i s  u n d e r  w h a t  c i r c u m s t a n c e s  
s h o u l d  t h e  s o n  a t t e m p t  t o  b u y  l a n d  w h i l e  i n  a  f a r m - o p e r a t i n g  a g r e e m e n t  
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with the father? The answer depends on how favorable the price may 
be and how the purchase would have to be financed. 
Most young men starting out in an operating agreement with their 
fathers would have little or no down payment to make on the purchase 
of land. An installment land contract would, therefore, be the only 
way they could attempt it. The son should carefully budget his ex­
pected income and expenses, including those from the operation of (or 
rental income from) the land to be bought. If his expected net income 
is large enough to meet living expenses and make both interest and 
principal payments, then the purchase may be a wise move. 
In some cases father and son are faced with the choice of buying a 
tract they have been renting or lose it entirely. If such a tract cannot 
be bought on contract, the father may be able to mortgage other 
property to make the down payment for mortgage financing. If the son 
is to become an equal co-owner of such tracts, he may be faced with the 
same problem of IOO-percent indebtedness on his share. Again, careful 
budgeting is called for to see if he can pay interest on the value of his 
entire share and have enough remaining to make payments on the 
principal. 
Planning ahead. A father-son operating agreement is not intended 
to be a permanent tenure arrangement. In developing such an agree­
ment both parties should therefore look ahead and prepare for the next 
steps to be taken. They should consider such questions as these: When 
will the son be ready to go from a labor-share to a share based partly 
on the ownership of operating capital? How long will the father want 
to remain active in the farm business? What arrangements can be 
made to carry out the eventual transfer of the farm business to the next 
generation? When and how should the partnership be terminated and 
the son take over as a tenant? 
A careful blending of gifts and installment contract sales from the 
father to an operating son, or sons, cannot only keep the business 
intact across the generation transfer but it can help to minimize estate 
and inheritance taxes without impairing the financial security of the 
parents. Social Security and Medicare programs may now make it 
feasible to make earlier transfers of some of the family property to the 
next generation. This can do much to preserve the operating integrity 
of a family farm business across generation lines. 
On the following pages, the two forms are shown. If you use a form printed 
in this circular, we suggest a ball point pen for filling in the blanks since ink 
may spread on this paper. Additional, separate forms of the leases may be 
obtained from your farm adviser or from the College of Agriculture in Urbana. 
:  
!  
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F O R M  1  
I L L I N O I S  F A T H E R - S O N  F A R M  O P E R A T I N G  A G R E E M E N T  
r e c c  
b o o :  
T h e  s o n  c o n t r i b u t e s  o n l y  h i s  l a b o r  a n d  h i s  s h a r e  o f  t h e  
m a n a g e m e n t .  A n n u a l  s e t t l e m e n t  i s  m a d e  o n  t h e  b a s i s  o f  
m c (  
t h e  c a s h  b a l a n c e  a n d  t h e  i n v e n t o r y  a n d  c a p i t a l  c h a n g e s .  
p r o  
f o r
D a t e  a n d  n a m e s  o f  p a r t i e s  
( g a
T h i s  a g r e e m e n t  i s  e n t e r e d  i n t o  t h e  _ _ _ _ _ _ _ _ _  _ _ _  d a y  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ,  1 9 . _ _ _ _ _ _ _ ,  b e t w e e n  
i n g .  
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ,  t h e  f a t h e r ,  a n d  _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  _ _ _. _ _ _  . . . _ _ _ . . . . . _  
t i o t  
_ _ _ _ _ _  _ _ _ _ _  _ _ _  _ _ _ __ _ _ _ _  _ _  _ _ _ _ _ _ _ _ _ _ _ ,  t h e  s o n .  
D e s c r i p t i o n  o f  l a n d  
T h i s  a g r e e m e n t  i s  e n t e r e d  i n t o  f o r  t h e  p u r p o s e  o f  o p e r a t i n g  a  f a r m  b u s i n e s s  o n  
t h e  f o l l o w i n g  d e s c r i b e d  r e a l  e s t a t e :  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  . _ _ _  . . . . . . . . . . . . _ . _  
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - . . . . . . . . . . . . ­ b o c  
op~
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - . - - . . . . . . . . . . . . - .  i n t i  

s i t u a t e d  i n  t h e  C o u n t y  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ,  i n  t h e  S t a t e  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  . ;  a n d  o n  
( m  
a n y  o t h e r  l a n d  w h i c h  t h e  f a t h e r  m a y  a d d  t o  t h e  o p e r a t i n g  u n i t .  
th~ 
L e n g t h  o f  t e r m  
a l l  
T h e  t e r m  o f  t h i s  a g r e e m e n t  s h a l l  b e  f r o m  t h e  _ _ _ _ _ _ _ _ _ _ _ _  d a y  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _  . . _ _ _ _ _ _ _  . ,  1 9 . . . . . . . . ,  
w e  
t o  t h e  _ _ _ _ _ _ _ _ _ _ _ _  d a y  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ,  1 9 _ _ _ _ _ _ _ _  ,  a n d  f r o m  y e a r  t o  y e a r  t h e r e a f t e r  u n l e s s  
c h  
w r i t t e n  n o t i c e  t o  t e r m i n a t e  i s  g i v e n  b y  e i t h e r  p a r t y  t o  t h e  o t h e r  a t  l e a s t  _ _ _ _ _  . _ _ _ _  . . . . . . . . . _  
a n  
m o n t h s  b e f o r e  t h e  e n d  o f  t h e  a g r e e m e n t  y e a r .  
S O  
E x t e n t  o f  a g r e e m e n t  
r e t  
T h e  t e r m s  o f  t h i s  a g r e e m e n t  s h a l l  b e  b i n d i n g  o n  t h e  h e i r s ,  e x e c u t o r s ,  a d m i n i s t r a ­
t o r s ,  a n d  a s s i g n s  o f  b o t h  f a t h e r  a n d  s o n  i n  l i k e  m a n n e r  a s  u p o n  t h e  o r i g i n a l  p a r t i e s ,  
e x c e p t  a s  s h a l l  b e  p r o v i d e d  b y  m u t u a l  a g r e e m e n t  o t h e r w i s e .  
N o  p a r t n e r s h i p  c r e a t e d  
T h i s  a g r e e m e n t  s h a l l  n o t  b e  c o n s t r u e d  a s  g i v i n g  r i s e  t o  a  p a r t n e r s h i p ;  a n d  n e i t h e r  
p a r t y  s h a l l  b e  l i a b l e  f o r  d e b t s  o r  o b l i g a t i o n s  i n c u r r e d  b y  t h e  o t h e r  w i t h o u t  w r i t t e n  
c o n s e n t .  
S e c t i o n  1  - D i v i s i o n  o f  i n c o m e  a n d  r e l a t e d  s t i p u l a t i o n s  
C l a u s e  A .  D i v i s i o n  o f  n e t  f a r m  r e t u r n s .  T h e  n e t  f a r m  r e t u r n s  a t  t h e  e n d  o f  t h e  
c o n t r a c t  y e a r  s h a l l  b e  d i v i d e d  o n  t h e  b a s i s  o f  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  t h e  f a t h e r  a n d  _ _  . . _ _  . . . . . . . . _ . %  
t o  t h e  s o n .  F o r  s u b s e q u e n t  y e a r s  u n d e r  t h i s  a g r e e m e n t  t h e  s h a r e s  s h a l l  b e  c a l c u l a t e d  
o n  o r  b e f o r e  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _  e a c h  y e a r  a n d  e n t e r e d  b e l o w :  
1 9 _ _ _ _ _ _ _ _  __ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  f a t h e r ,  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  s o n  
o j  
1 9 _ _ _ _ _ _ _  _  
__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ % t o  f a t h e r ,  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  s o n  
t r  
1 9 _ _  __ _ _ _  _  
1 9 _ _ _ _ _ _ _  _  
__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ % t o  f a t h e r ,  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  s o n  
__ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  f a t h e r ,  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  %  t o  s o n  
a <  
Y '  
a l  
n  
a  
I  
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. Clause B. Calculating net farm returns. In calculating net farm returns, the 
records of the farm business, kept in the ............................................... ................... ............. . 
book, shall be used. 
The net farm returns shall be the sum of net cash income (cash balance or cash 
income minus cash expense) and inventory and capital change, except as hereinafter 
provided. (List any items to be excluded, such as gains and losses of capital items­
for example: sales of machinery for more than their value in the depreciation schedule 
(gain) or for less than their value (loss); or insurance collected on destroyed build­
ings for more or less than the value in the depreciation schedule. List also any limita­
tions to be placed on depreciation.) ...................................................................................... __...... 
Clause C. Accounting methods and procedures. Recordings in the farm account 
book shall be made by .... ___ .... __ .... _ .... _____ .. ____________________________ .. __.. _____ ; but both parties shall co­
operate in setting up inventories and depreciation tables and in summarizing and 
interpreting the records. 
Depreciation. The beginning-of-year and end-of-year values of capital items 
(machinery, buildings, soil improvements, and farm share of auto) shall be based on 
the cost of such items less reasonable depreciation for the years they have been used. 
Inventory values. Feed, grain, seeds, and supplies, and market livestock (including 
all hogs and poultry) shall be valued at market price at the farm. Breeding, dairy, and 
work stock shall be listed at conservative values (considering cost for animals pur­
chased) and at a fair price from year to year for animals of similar quality, condition, 
and age. 
Summary of capital and inventory values at the beginning of each year and the 
son's claim against this capital if he elects to accumulate such an equity instead of 
receiving all of his share of the net income as a cash payment: 
Son's accumulated 
share at the be­ Added equity 
ginning of each claims in lieu 
Year Total farm value year of cash income 
Clause D. Wage guarantee. The son is guaranteed by the father a cash income 
of $_____________________ .. ____ .._ per month, the income for each month being due on or before 
the ____ ____________________ day of the following month. Such compensation shall be considered 
advance payment against the son's share of the net farm returns at the end of the 
year. If the son's share of the net farm returns is not equal to the total amount paid 
above, he shall nevertheless be entitled to retain the above amount, and shall not be 
required to make any refund. The amount advanced to the son shall not be considered 
a part of the cost of hired labor when determining farm expenses. 
2 4  C i r c u l a r  N o .  9 6 9  
S e c t i o n  2  - O t h e r  f a r m  b u s i n e s s  c o n s i d e r a t i o n s  
C l a u s e  A .  R e c e i p t s  a n d  d i s b u r s e m e n t s .  S i n c e  t h e  f a t h e r  o w n s  a l l  o r  t h e  m a j o r  
p o r t i o n  o f  t h e  o p e r a t i n g  c a p i t a l ,  h e  s h a l l  a c c e p t  a l l  i n c o m e  a n d  p a y  a l l  e x p e n s e s  e x c e p t  
s m a l l  e x p e n s e s  n o t  e x c e e d i n g  $  . . . . . . . . . . . . . . . . . . . . . . . .  ,  w h i c h  m a y  b e  p a i d  b y  t h e  s o n .  F o r  s u c h  
e x p e n s e s  t h e  f a t h e r  s h a l l  r e i m b u r s e  t h e  s o n  a t  t h e  e n d  o f  e a c h  m o n t h  u p o n  p r e s e n t a t i o n  
o f  r e c e i p t e d  s t a t e m e n t s .  
A l l  f a r m  p u r c h a s e s  a n d  s a l e s  a m o u n t i n g  t o  m o r e  t h a n  $  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  s h a l l  b e  
m a d e  o n l y  w i t h  t h e  k n o w l e d g e  a n d  c o n s e n t  o f  b o t h  p a r t i e s .  
C l a u s e  B .  M a n a g e m e n t .  G e n e r a l  o p e r a t i n g  p l a n s  s h a l l  b e  d i s c u s s e d  a n d  a g r e e d  '  
u p o n  b y  b o t h  p a r t i e s .  
C l a u s e  C .  L i v i n g  a r r a n g e m e n t s .  L i v i n g  a r r a n g e m e n t s  s h a l l  b e  p r o v i d e d  f o r  b o t h  
p a r t i e s  a s  f o l l o w s :  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
I f  e i t h e r  p a r t y  b o a r d s  t h e  o t h e r ,  t h e  p a r t y  r e c e i v i n g  b o a r d  s h a l l  p a y  t h e  p a r t y  p r o ­
v i d i n g  t h e  b o a r d  $ . . _ _ _ _ _ . _ _ _ . . . . . . _. . . . . _ a  m o n t h  f o r  h i s  l a u n d r y  a n d  h i s  s h a r e  o f  t h e  c a s h  c o s t  
o f  f o o d  a n d  f u e l .  
C l a u s e  D .  O w n e r s h i p .  C a p i t a l  r e p l a c e m e n t s  o r  a d d i t i o n s ,  s u c h  a s  n e w  b u i l d i n g s  
o r  m a c h i n e r y  a n d  e q u i p m e n t  s h a l l  b e  f u r n i s h e d  b y  t h e  f a t h e r .  I n a s m u c h  a s  t h e  f a t h e r  
f u r n i s h e s  t h e  i n v e s t m e n t  i n  t h e  f a r m  b u s i n e s s ,  o w n e r s h i p  o f  f a r m  p r o p e r t y  s h a l l  r e ­
m a i n  w i t h  h i m  a t  t h e  t e r m i n a t i o n  o f  t h i s  a g r e e m e n t ,  e x c e p t  a s  s t i p u l a t e d  b e l o w  a n d  a s  
n o t e d  i n  t h e  c a p i t a l  a n d  i n v e n t o r y  s u m m a r y  i n  C l a u s e  C  o f  S e c t i o n  I :  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

C l a u s e  E .  A d d i t i o n a l  a g r e e m e n t s .  .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

S e c t i o n  3  - A r b i t r a t i o n  
I f  d i f f e r e n c e s  s h o u l d  a r i s e  b e t w e e n  t h e  p a r t i e s  t o  t h i s  a g r e e m e n t ,  t h e y  m a y  e l e c t  
t o  a r b i t r a t e  a  s e t t l e m e n t .  I f  t h e y  e l e c t  t o  a r b i t r a t e ,  t h e y  a g r e e  t o  u s e  t h e  f o l l o w i n g  
p r o c e d u r e  a n d  t o  a b i d e  b y  t h e  r e s u l t i n g  d e c i s i o n :  T h e  f a t h e r  a n d  s o n  s h a l l  e a c h  s e l e c t  .  
o n e  a r b i t r a t o r ;  t h e  t w o  a r b i t r a t o r s  s o  s e l e c t e d  s h a l l  j o i n t l y  s e l e c t  a  t h i r d ;  a n d  t h e  t h r e e  
s h a l l  d e t e r m i n e  t h e  b a s e s  o f  s e t t l e m e n t  w h i c h  t o  t h e m  s e e m  e q u i t a b l e .  
S i g n e d  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _  . . . . . . . . . . . . . . . . . . . . . . . . . ,  1 9 . . . . . . . .  

( F a t h e r )  
( S o n )  
l 
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FORM 2 

ILLINOIS FATHER-SON FARM OPERATING AGREEMENT 

The son contributes half the operating capital, his own labor, 
and his share of the management. Annual settlement is on a 
cash income and disbursement basis. Inventory and capital 
changes are considered only in final settlement. 
Date and names of parties 
This agreement is entered into the .. ... ....... day of ........................ , 19........ , between 
....... ............... ..... .... ........... ... ...... ... .... ........ .... ..... ..... , the father, and ............................................... . 

............... ........ ..... ..... ... , the son. 

Description of land 
This agreement is entered into for the purpose of operating a farm business on 
the following described real estate: ....... ...... ..... ........ .. ....... ... ... ....... ............................................. . 
situated in the County of ........ ..... .. ........ ....... .., in the State of ................. ............... ; and on 
any other land which the father or son may add to the operating unit. 
~ Length of term 
The term of this agreement shall be from the ............ day of .......... .............. , 19........ , 

to the ... ......... day of .... ... .. ... .. ....... .. . , 19....... . , and from year to year thereafter unless 

I written notice to terminate is given by either party to the other at least ....................... . 

months before the end of the agreement year. 
Extent of agreement 
The terms of this agreement shall be binding on the heirs, executors, administra­
tors, and assigns of both father and son in like manner as upon the original parties, 
except as shall be provided by mutual agreement otherwise. 
No partnership created 
This agreement shall not be construed as creating a partnership entity. Neither 
party shall be liable for personal debts or obligations incurred by the other. 
Section 1- Contributions 
The father and son agree that the contributions to the farm business shall be as 
specified in Clauses A, B, and C, of this section, and in accordance with the following 
further provisions: ......... ........ .. .... .. ...... ... ..... ...... ........... ... ... .... ....... .. ............................................ . 
Clause A. Labor and management. Each party shall contribute a part or all of 
his labor and management to the farm business. If the contributions are not essentially 
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t h e  s a m e ,  t h e y  m a y  b e  e q u a l i z e d  b y  p a y m e n t s  t o  t h e  f a t h e r  o r  t h e  s o n  o u t  o f  t h e  u n ­
d i v i d e d  f a r m  r e c e i p t s  f o r  l a b o r  a n d  m a n a g e m e n t  p u t  i n t o  t h e  f a r m  b u s i n e s s  i n  e x c e s s  
o f  t h a t  c o n t r i b u t e d  b y  t h e  o t h e r  p a r t y .  I n  m a k i n g  s u c h  s e t t l e m e n t ,  l a b o r  a n d  m a n a g e ­
m e n t  s h a l l  b e  v a l u e d  a t  t h e  f o l l o w i n g  r a t e s  p e r  m o n t h  f o r  t h e  m o n t h s  w o r k e d :  f a t h e r  
$ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ,  s o n  $ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _.  
C l a u s e  B .  R e a l  e s t a t e .  E x c e s s  c o n t r i b u t i o n  o f  l a n d ,  l a n d  i m p r o v e m e n t s ,  a n d  
b u i l d i n g s  b y  e i t h e r  t h e  f a t h e r  o r  t h e  s o n  s h a l l  b e  p a i d  o u t  o f  t h e  f a r m  a c c o u n t  a t  t h e  
e n d  o f  t h e  y e a r .  ( P a y m e n t  m a y  b e  i n  t h e  n a t u r e  o f  i n t e r e s t ,  t h e  a m o u n . t  c a l c u l a t e d  a s  
s h o w n  b e l o w ,  o r  a s  a  c a s h  r e n t .  C h o o s e  t h e  m e t h o d  d e s i r e d  a n d  c r o s s  o u t  t h e  o t h e r . )  
M e t h o d  1 .  C a s h  r e n t  
a c r e s  c o n t r i b u t e d  b y  t h e  f a t h e r  a t  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  p e r  a c r e  =  $ _ _ _ _ _ _ _ _ _ _ _ _ _ ____ _ _ _ _ _ _ .  
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  a c r e s  c o n t r i b u t e d  b y  t h e  s o n  a t  $ _ _  _ _ _ _  _ _ _ _ _ _ _ _ _ _  p e r  a c r e  _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ . _ _ . . . .  
D i f f e r e n c e  t o  b e  p a i d  t o  f a t h e r ,  s o n  ( c r o s s  o u t  o n e )  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _  . _ _ _. _. . . .  
M e t h o d  2 .  I n t e r e s t  c h a r g e  

F a t h e r :  a c r e s  _ _ _ _ _ _ _ _ _ _ _ _  ;  v a l u e  w i t h  i m p r o v e m e n t s  . . . . $ . _ _ _ _ _ _ _. _ . . _. _ _  a t  _ _  . . _. _ . %  =  $ _ . . . _. . . . _. . . . . _  

S o n :  a c r e s  _ _ _ _ _ _ _ _ _ _ _ _  ;  v a l u e  w i t h  i m p r o v e m e n t s  . . . . $ _ _ _ _ _ _ _ _ _ _ . _ _ _ _ _  a t  __ _ _ _ _ _ _  %  =  _ _ _ ._ _ _ _ _ _ _ _ . . . .  

D i f f e r e n c e  t o  b e  p a i d  t o  f a t h e r ,  s o n  ( c r o s s  o u t  o n e )  $ _ _  _ _ _ _ _ _ _ _ _. . . . .  
C l a u s e  C .  F a r m  p e r s o n a l  p r o p e r t y .  T h e  s o n  s h a l l  f u r n i s h  a  h a l f  i n t e r e s t  i n  t h e  
l i v e s t o c k ,  m a c h i n e r y  a n d  e q u i p m e n t ,  f e e d  a n d  g r a i n ,  a n d  t h e  f a r m  b a n k  a c c o u n t  ( i f  
a n y )  a t  t h e  b e g i n n i n g  o f  t h e  a g r e e m e n t .  T h e  t o t a l  c o n s e r v a t i v e  v a l u e  o f  t h e  f a r m  
p e r s o n a l  p r o p e r t y  a t  t h e  b e g i n n i n g  o f  t h i s  a g r e e m e n t  i s  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ .  O f  t h i s  t o t a l  
a m o u n t  t h e  f a t h e r  o w n s  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  a n d  t h e  s o n  o w n s  $ . _ _  . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ .  I n  o r d e r  t o  
m a k e  t h e  s o n ' s  s h a r e  e q u a l  t o  o n e - h a l f  o f  t h e  t o t a l ,  t h e  s o n  a g r e e s  t o  p a y o r  g i v e  h i s  
n o t e  t o  t h e  f a t h e r  f o r  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  _ _ _ _ .  
C l a u s e  D .  N e w  c a p i t a l .  N e w  c a p i t a l  i t e m s ,  s u c h  a s  f a r m  b u i l d i n g s ,  f e n c e s ,  l i v e ­
s t o c k  e q u i p m e n t ,  a n d  m a c h i n e r y ,  s h a l l  b e  p a i d  o u t  o f  u n d i v i d e d  i n c o m e  o r  f i n a n c e d  b y  
a d d i t i o n a l  m o n e y  c o n t r i b u t e d  e q u a l l y  b y  e a c h  p a r t y .  A n y  s u c h  i m p r o v e m e n t s  t o  r e a l  
e s t a t e  s h a l l  b e c o m e  t h e  p r o p e r t y  o f  t h e  p a r t y  w h o  o w n s  t h e  l a n d  o n  w h i c h  t h e y  a r e  
l o c a t e d ,  b u t  s u b j e c t  t o  c o m p e n s a t i o n  o f  o n e - h a l f  o f  t h e  a p p r a i s e d  v a l u e  t o  t h e  o t h e r  
p a r t y  a t  t h e  e n d  o f  t h e  a g r e e m e n t  i n  h a r m o n y  w i t h  t h e  c o n s i d e r a t i o n  o f  c a p i t a l  c h a n g e s  
i n  C l a u s e  C  o f  S e c t i o n  2 .  T h e  p a r t y  o w n i n g  t h e  r e a l  e s t a t e  i n  q u e s t i o n  s h a l l  h a v e  t h e  
o p t i o n  o f  m a k i n g  i m p r o v e m e n t s  a t  h i s  o w n  e x p e n s e .  I f  h e  d o e s  s o ,  t h e  i n t e r e s t  o r  c a s h  
r e n t  i n  C l a u s e  B  s h a l l  b e  a d j u s t e d  a c c o r d i n g l y ,  a n d  n o  c l a i m  s h a l l  b e  m a d e  b y  t h e  o t h e r  
p a r t y  t o  a n y  v a l u e  i n  s u c h  i m p r o v e m e n t s  a t  t h e  e n d  o f  t h e  a g r e e m e n t .  
S e c t i o n  2  - D i v i s i o n  o f  i n c o m e  
T h e  f a t h e r  a n d  s o n  a g r e e  t h a t  d i v i s i o n  o f  i n c o m e  s h a l l  b e  a s  s p e c i f i e d  i n  t h i s  
s e c t i o n  e x c e p t  a s  f o l l o w s :  __ _  _ _ _  _ _  _ _  _. _ _  _ _ _ _ _ _  _ _ _ _ _ _  _ _  . _ .  __ _  _. . __ _  _ _ _ _ _  __ _ _ _ _ _ _ _ _ _  _ _  _ _  . __ _ _  _ _  . _ _ _ _  _ _  _ _  _ _  _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ . _  
A f t e r  e a c h  p a r t y  i s  p a i d  f o r  h i s  e x c e s s  l a b o r ,  m a n a g e m e n t ,  a n d  r e a l  e s t a t e  c a p i t a l  
c o n t r i b u t i o n s  t o  t h e  f a r m  b u s i n e s s ,  a n d  p a y m e n t s  f o r  c a p i t a l  c h a n g e s  h a v e  b e e n  m a d e  
i n  a c c o r d a n c e  w i t h  C l a u s e  C  o f  t h i s  s e c t i o n ,  t h e  r e s u l t i n g  n e t  f a r m  i n c o m e  i s  t o  b e  
d i v i d e d  e q u a l l y  b e t w e e n  t h e  f a t h e r  a n d  t h e  s o n .  
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Clause A. Farm receipts. Farm receipts shall include all farm income from all 
sources, including such items as livestock, livestock products, crops, government pro­
grams, and custom work. 
Clause B. Farm expenses. Farm expenses shall include livestock purchases; live­
stock expenses; feed purchases; crop expense; wages and cash cost of board for hired 
labor; taxes and cash rent; capital and maintenance expenses for buildings and land 
improvements and for machinery and equipment; farm share of telephone and elec­
tricity; and, in short, all farm expense items of whatsoever nature which are commonly 
listed and recorded in farm record books used by the University of Illinois farm 
account projects. See Clause A of Section 4. 
Clause C. Inventory and capital changes. Changes in inventory and capital shall 
not be considered until ................................ , 19........ , or until the end of this agreement 
(strike out the words that do not apply), when all property shall be appraised jointly 
by both parties under the same plan as was used in establishing conservative values 
when this agreement was started. The differences between beginning and ending values 
of all inventory and capital items - including livestock, feed and grain, buildings, land 
improvements, machinery and equipment, and other operating and fixed capital­
shall be considered inventory and capital gains or losses for the entire period of the 
agreement. In making settlement, the farm personal property or the net proceeds from 
, the sale of the farm personal property shall be divided equally between father and son. 
The father shall pay the son for the son's share of any capital gain in the father's 
buildings and land improvements, and receive pay from the son for the son's share of 
any capital loss in these items. The son shall make to or receive from the father 
similar payments due on buildings and land improvements owned by the son. Other­
wise the settlement at the end of the agreement shall be similar to the settlement at 
the end of the year provided for in Clause D below. 
Clause D. Annual settlement. Annual settlements shall be an equal division of the 
cash balance, after payments for excess contributions have been made. 
Section 3 - Banking arrangements 
The parties to this contract agree that the banking arrangements shall be as out­
lined in this section except as follows: ................................................................................... . 
Joint checking account. There shall be a joint farm checking account into which 
aU cash farm receipts shall be deposited, and from which all expenses shall be paid by 
check, except small items amounting to less than $ ............................ , which may be paid 
by either party and charged against the farm bank account. For such expenditures the 
father or son shall be reimbursed at the end of each month. The annual settlement 
will be made by balancing the personal withdrawals by each party for living expenses, 
debt payments, and emergency needs during the year and by paying the following from 
the joint checking account: (a) interest or rent to the party with the larger real estate 
investment (see Clause B, Section 1); and (b) by paying the party contributing the 
most labor and management for the excess above that contributed by the other party. 
Checks may be signed by the father or son, but checks in excess of $................ must be 
~ signed by both. 
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S e c t i o n  4  - O t h e r  f a r m  b u s i n e s s  c o n s i d e r a t i o n s  
I n  a d d i t i o n  t o  t h e  f o r e g o i n g  a r t i c l e s  o f  a g r e e m e n t ,  t h e  f a t h e r  a n d  s o n  a g r e e  t h a t  
t h e y  w i l l  p e r f o r m  a n d  c a r r y  o u t  t h e  s t i p u l a t i o n s  r e p r e s e n t e d  i n  C l a u s e s  A ,  B ,  C ,  a n d  D ,  
o f  t h i s  s e c t i o n ;  a n d  i n  a d d i t i o n  t h e r e t o  t h e y  j o i n t l y  a g r e e  t o  t h e  f o l l o w i n g  p r o v i s i o n s :  
C l a u s e  A .  F a r m  r e c o r d s .  T h e  s o n  s h a l l  k e e p  a  s t r i c t  r e c o r d  o f  t h e  f a r m  b u s i n e s s  
i n  t h e  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  - - - - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ( i n s e r t  n a m e  o f  t h e  b o o k  
t h a t  i s  t o  b e  u s e d ) .  
C l a u s e  B .  L i v i n g  a r r a n g e m e n t s .  L i v i n g  a r r a n g e m e n t s  s h a l l  b e  p r o v i d e d  f o r  b o t h  
f a t h e r  a n d  s o n  a n d  t h e i r  f a m i l i e s  a s  f o l l o w s :  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _  _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
I f  e i t h e r  p a r t y  p r o v i d e s  l i v i n g  f a c i l i t i e s  ( r o o m ,  b o a r d ,  l a u n d r y )  f o r  t h e  o t h e r ,  t h e  
p a r t y  r e c e i v i n g  t h e s e  s e r v i c e s  s h a l l  p a y  $ _ _ _ _ _  _ _ _  _ _ _  _ _ _  _ _ _ _ _ _ _ _ _ _  a  m o n t h  t o  t h e  o t h e r  p a r t y .  
C l a u s e  C .  M a n a g e m e n t .  G e n e r a l  o p e r a t i n g  p l a n s  s h a l l  b e  d i s c u s s e d  a n d  a g r e e d  
u p o n  b y  f a t h e r  a n d  s o n .  A l l  f a r m  p u r c h a s e s  a n d  s a l e s  a m o u n t i n g  t o  m o r e  t h a n  $ _ _ _ _ _ _ _ _ _ _ _ _  
s h a l l  b e  m a d e  o n l y  w i t h  t h e  k n o w l e d g e  a n d  c o n s e n t  o f  b o t h  p a r t i e s .  
C l a u s e  D .  T e r m  l i f e  i n s u r a n c e  i n  t h e  a m o u n t  o f  $ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  o n  t h e  f a t h e r  a n d  
$ __ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  o n  t h e  s o n  s h a l l  b e  t a k e n  o u t  b y  t h e  o t h e r  p a r t y  w i t h  a n n u a l  p r e m i u m s  
p a i d  o u t  o f  u n d i v i d e d  i n c o m e .  P r o c e e d s  o f  s u c h  i n s u r a n c e  s h a l l  b e  p a y a b l e  t o  t h e  
s u r v i v i n g  p a r t y  a n d  s h a l l  b e  u s e d  t o  b u y o u t  t h e  d e c e a s e d  p a r t y ' s  i n t e r e s t  i n  o p e r a t i n g  
c a p i t a l  f r o m  h i s  h e i r s .  
A r b i t r a t i o n  
I f  d i f f e r e n c e s  s h o u l d  a r i s e  b e t w e e n  t h e  p a r t i e s  t o  t h i s  a g r e e m e n t ,  t h e y  m a y  e l e c t  
t o  a r b i t r a t e  a  s e t t l e m e n t .  I f  t h e y  e l e c t  t o  a r b i t r a t e ,  t h e y  a g r e e  t o  u s e  t h e  f o l l o w i n g  
p r o c e d u r e  a n d  t o  a b i d e  b y  t h e  r e s u l t i n g  d e c i s i o n :  T h e  f a t h e r  a n d  s o n  s h a l l  e a c h  s e l e c t  
o n e  a r b i t r a t o r ;  t h e  t w o  a r b i t r a t o r s  s o  s e l e c t e d  s h a l l  j o i n t l y  s e l e c t  a  t h i r d ;  a n d  t h e  t h r e e  
s h a l l  d e t e r m i n e  t h e  b a s e s  o f  s e t t l e m e n t  w h i c h  t o  t h e m  s e e m  e q u i t a b l e .  
S i g n e d  - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ,  1 9 _ _ _ _ _ _ _ _  
( F a t h e r )  
( S o n )  
l O M - 7 - 6 7 - 9 3 6 7 6  
i  
